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The Business of Sears, Roebuck and Co. 

Sears. Roebuck and Co., a New York corpo¬ 
ration. onginated from an enterprise 
established in 1886. The company is head¬ 
quartered in Sears Tower. Chicago. Illinois. 
The principal businesses of the company are: 
Sears Xferchandise Group, which consists of 
merchandising, credit and international 
operations. Merchandising distributes broad 
lines of merchandise and services in the 
United States. Credit initiates and maintains 
the customer credit accounts generated by 
Merchandising. International conducts retail 
merchandise and credit operations in Can¬ 
ada and Mexico. 

Allstate Insurance Group, which includes 
property-liability and life-health insurance. 
Allstate Insurance is the second largest 
propcrtv-liability insurer in the United 
States. 

Dean Hitter Financial Services Group, which 
includes secunties-related operations and 
consumer deposit and lending operations. 
The securmes-related businesses engage in 
securities brokerage, principal trading, 
domestic and foreign investment banking 
and related services. The consumer deposit 
and lending businesses engage in savings and 
loan consumer finance, mortgage banking 
and related serv ices. 

Coldwell Banker Real Estate Group, which 
invests in. develops and manages real estate, 
and performs commercial and residential 
real estate brokerage and related services. 
Sears World Trade, Inc., which assists busi¬ 
nesses and governments in the exportmgand 
importing of products, and provides related 
management and consulting services. 


Sears, Roebuck and Co. 
Financial Highlights 


millions, except per common share data 

1984 

1983 

1982 

Revenues 

$38,828 

$ 35,883 

$ 30,020 

Net income 

1,455 

1,342 

861 

Common share dividends 

631 

537 

476 

Per common share 

Net income 

4.01 

3.80 

2.46 

Dividends 

1.76 

1.52 

1.36 

Investments 

17,447 

15,434 

13,497 

Total assets 

57,073 

46,176 

36,541 

Shareholders’ equity 

10,911 

9,787 

8,812 


Revenues Net income 

(in billions of dollars) (in millions of dollars) 



Earnings per common share Total assets 

(in dollars) (in billions of dollars) 
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Message to Shareholders 


In 1984 Sears, Roebuck and Co. 
achieved record annual net income 
and sales, while continuing to expand 
its commitment to providing con¬ 
sumers more quality goods and ser¬ 
vices than any organization of its 
kind. 

inancial Results 

For 1984, Sears, Roebuck and 

Co. earned record net income 
of $1.45 billion, an 8.4 percent in¬ 
crease over the previous record of 
$1.34 billion in 1983. Earnings per 
common share in 1984 were $4.01 
compared with $3.80 in 1983. The 
common dividend paid in 1984 was 
$1.76, a 15.8 percent increase over 
the 1983 dividend of $1.52. 

Total revenues in 1984 reached a 
record $38.83 billion, an increase of 
8.2 percent from the record level of 
$35.88 billion set a year ago. 

The company’s merchandise, in¬ 
surance and real estate groups each 
established records in net income and 
revenues for the full yeai. 

trategies for growth 
The company’s long-term 
strategy for growth in both 
merchandising and financial services 
will come from providing more and 
improved products and services to 
our vast customer base. These strate¬ 
gies include: 

— Extending Sears traditional 
leadership in merchandising . The 
vehicle for growth is known as the 
Store of the Future—a concept that 
encompasses strengthened product 
lines, exciting merchandise presenta¬ 
tion, emphasis on the modernization 
of existing facilities, and improved 
levels of customer service at the point 
of sale. 

— Achieving the same degree of 
leadership in financial services. Our 
ties to millions of American house¬ 
holds is also the foundation upon 
which we have created the nation’s 
first truly consumer-oriented, full-ser¬ 
vice financial institution. We have 
linked Allstate, Dean Witter, Cold- 
well Banker and Sears Savings Bank 


in a synergistic partnership—the 
Sears Financial Network. This net¬ 
work consists of two distribution sys¬ 
tems—traditional branch offices and 
centers located in retail stores. 

Our strategy for growth has 
focused on the expansion of in-store 
centers. We chose this route because 
our nationwide chain of stores offered 
access to a large untapped market as 
well as comparatively low startup 
costs. At the end of 1984, there were 
300 in-store centers compared with 
133 a year earlier. 

- Continuing to pursue other 

avenues of growth consistent with the 
company’s traditional strengths and 
experience. As a key step in the com¬ 
pany’s strategy of providing cus¬ 
tomers a broad range of high quality 
and affordable financial products and 
services from a trusted institution, 
Sears, Roebuck and Co. recently an¬ 
nounced plans to introduce a new 
combination credit/financial services 
card in pilot markets by the end of 
1985. 

Administered by Dean Witter 
Financial Services Group, the new 
card will be accepted by a wide range 
of retail, travel, entertainment and 
service providers, including Sears re¬ 
tail and catalog stores, which also will 
continue to honor the original Sears 
credit card. In addition, the new card 
will incorporate a package of financial 
products and services including a 
family savings account. The card will 
be issued by the Greenwood Trust 
Company of Greenwood, Delaware, 
which Sears acquired in January 
1985. 

egislative Initiatives 
During 1984, several legisla¬ 
tive proposals were made 
which, if enacted, would have limited 
Sears ability to pursue its financial 
services strategy. Fortunately, these 
proposals did not obtain the support 
needed for enactment. 

We believe the legislative priori¬ 
ty should be to rapidly establish a 
comprehensive framework for the 








Sears, Roebuck and Co. achieved record net annual 
income and sales, while continuing its commitment to 
provide consumers a wider range of qua! ity goods and 
services. Corporate senior management, from left: 
Edward A. Brennan, president and chief operating 
officer; Edward R. Telling, chairman of the board and 
chief executive officer; and Richard M. Jones, vice 
chairman and chief financial officer. 





banking system. It should respond to 
the realities of the present, and build 
toward a future governed by fai r com¬ 
petition among providers and free 
choice for consumers. 

One of the most significant issues 
stalling legislation focuses on the 
emergence of what has come to be 
called non-bank banks, but should 
more appropriately be called family 
banks. 

Simply defined, a family bank is 
a financial institution that takes de¬ 
posits and uses the funds to make 
loans only to consumers. It differs in 
function from a traditional bank in 
that it does not make commercial 
loans. A family bank should be al¬ 
lowed to make loans for personal or 
family use, for charitable purposes, 
for small businesses, and for family 
farms. In short, they should be en¬ 
couraged to help average families 
reach their financial goals and con¬ 
tribute to the health of the economy 
as a whole. 

We believe legislation creating 
the family bank category would 
address a real need—bringing the 
American banking system up to date 
with the needs of the American con¬ 
sumer. 

■: • ; anagement Changes 

/ 1 /,r A number of significant 
..A I management changes 
occurred during 1984: 

— Edward A. Brennan, chairman 
and chief executive officer of Sears 
Merchandise Group since January 
1981, was elected president and 
chief operating officer of the com¬ 
pany on August 14. 

— William I. Bass succeeded Mr. 
Brennan as chairman and chief exec¬ 
utive officer of Sears Merchandise 
Group on August 14, when he also 
was elected a director of the company. 

— Frank C. Carlucci and Charles F. 
Moran on October 2 were elected 
chairman and chief executive officer, 
and president and chief operating 
officer, respectively, of Sears World 
Trade, Inc. 


— The Board on November 13 
elected Robert E. Wood II as vice 
president-corporate planning, and 
John S. Vivian was elected vice presi¬ 
dent and corporate comptroller, suc¬ 
ceeding R. Ben Skelton. 


> utlook 

. We anticipate that for most 
economic sectors 1985 
should prove to be a year of steady 
progress. It is our current view that 
despite the possibility of slightly 
higher interest and inflation rates 
during the course of the next 12 
months, the gross national product 
should continue to increase and 
provide an overall healthy economy 
—one that will benefit the broad 
range of Sears, Roebuck and Co. 
businesses. 


Edward R. Telling 
Chairman of the Board and 
Chief Executive Officer 


/- 



Edward A. Brennan 
President and 
Chief Operating Officer 

March 19, 1985 











~M esponding to consumer trends 

Over a period of nearly 
JL \» 100 years, Sears, Roebuck 
and Co. has grown from a one-man 
enterprise into a multi-faceted cor¬ 
poration employing more than 
450,000 people world-wide. What 
began as a single-product, mail order 
business, has become a leading retail 
and financial services provider en¬ 
compassing such diverse interests as 
catalog sales, retailing, credit, insur¬ 
ance, real estate, securities brokerage 
and consumer banking. Throughout 
this century of growth, and behind 
every significant innovation, one 
principle has remained constant 
—identify and serve the changing 
needs of the consumer. 
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“...the ability to 
successfully identify and 
serve consumer needs... ” 



1893 

■ 

Richard Sears set the standard 
for the company in 1886 when he 
quit the railroad to open a mail 
order watch business in Min¬ 
neapolis. Like most Americans at 
the time, Sears grew up in a small 
rural community, where goods at 
the general store were often 
scarce and the markups always 
high. 

Sears recognized that he 
could eliminate the costly mid¬ 
dleman by mailing goods directly 
to the customer, and by purchas¬ 
ing in volume he could reduce his 
prices even more. 

Moving to more centrally- 
located Chicago, Sears joined up 
with a young watchmaker named 
Alvah Roebuck. Together they is¬ 
sued the company’s first catalog 
in 1893. From this slender 
volume, which featured watches 
and jewelry, has evolved today’s 
catalog where nearly 25 million 
customers shop for everything 
from tires to exercise equipment. 


1911 

n 

In rural America where Sears 
once did most of its business, the 
economy was closely tied to rhe 
harvest. Farm families through¬ 
out the year borrowed against 
their fall crops in order to pur¬ 
chase appliances and equipment. 

Farmers were unable to get 
the loans they needed from local 
banks, so in 1911, Sears began 
offering installment credit plans 
for cream separators, sewing ma¬ 
chines, encyclopedias and other 
catalog items. 

Through the years, Sears 
Easy Payment Plan, followed by 
the revolving charge account in 
1953, have made an ever expand¬ 
ing choice of merchandise avail¬ 
able to customers throughout the 
country. Today more than 40 
million households have a Sears 
charge card, and credit purchases 
now account for 61.7 percent of 
merchandise sales. 


1925 

By 1920 the American population 
had shifted from the farm to the 
city. Julius Rosen wald, chair¬ 
man, and Gen. Robert E. Wood, 
vice president , followed this 
movement and recognized that it 
meant Sears customer preferences 
were also changing. Many people 
wanted to be able to see and han¬ 
dle the merchandise before mak¬ 
ing their purchases. 

In 1925, Sears experimented 
with a retail store in the Chicago 
mail order plant. It met with im¬ 
mediate success and led to the 
opening of more than 300 units in 
the next four years. A second 
burst of growth followed World 
War II. While other retailers 
hesitated in fear of a post-war 
recession, Sears launched a rapid 
expansion into the suburbs. 

As a result of these bold ini¬ 
tiatives, Sears today has a system 
of nearly 800 conveniently lo¬ 
cated stores serving the shopping 
needs of 40 million American 
households. 





















In 1931 it was apparent that the 
automobile was radically altering 
America’s lifestyle. True to its 
heritage, Sears recognized that it 
could pass substantial savings on 
to its customers by offering low- 
cost auto insurance through the 
mail. 

That same year, Allstate In¬ 
surance Co., named for a popular 
line of Sears tires, began selling 
auto insurance through the gen¬ 
eral catalog. In 1933 the com¬ 
pany broke with prevailing 
custom by introducing over-the- 
counter insurance sales in Sears 
stores. 

Allstate added life insurance 
to its growing portfolio of 
products in 1957, and the com¬ 
pany was soon setting industry ' 
growth records. Today Allstate is 
the second largest property-lia¬ 
bility insurer in the United States 
based on premiums earned and 
ranks in the top / percent of the 
country’s life insurance firms 
based on personal life sales. 


Alert to changing consumer 
preferences, Sears founded 
flomart Development Co. in 
1959 to expand the company’s re¬ 
tail presence in regional shopping 
centers. Beginning with Seminary’ 
South Mall in Fort Worth, 

Texas, Homart has effectively 
combined specialty shops with the 
selection and convenience of 
Sears and other major depart¬ 
ment stores. 

Underscoring Homart’s 
commitment to meeting the needs 
of value-conscious consumers, the 
company has developed more 
than 52 million square feet of 
commercial real estate and cur¬ 
rently manages 17 wholly-owned 
centers, JO joint venture malls 
and three centers owned by 
others. Homart is consistently 
ranked among the top 10 regional 
mall developers and managers in 
the country’. 


As the company positioned itself 
for growth in the 1980s, it 
realized that its customers were 
not being well served by the tradi¬ 
tional financial services system. 

Already an established 
presence in insurance as well as 
personal banking. Sears in 1981 
acquired Coldwell Banker for 
real estate and Dean Witter for 
investments to create a new kind 
of broad-based, consumer-orient¬ 
ed financial services institution. 

Together Allstate, Coldwell 
Banker, Dean Witter and Sears 
Savings Bank now form the Sears 
Financial Network, a partnership 
of recognized industry leaders 
working in collaboration to de¬ 
velop and distribute unique finan¬ 
cial products and services to the 
American consumer. 


7 


















Sears 

Merchandise 

Group 

As it nears its centennial, Sears Mer¬ 
chandise Group stands poised for a 
new century of retailing excellence. 
The 99-year-old company and its 
over 300,000 employees have re¬ 
newed their dedication to the princi¬ 
ples that have made Sears “America’s 
store.” 

What Time magazine has called 
a “sizzling new vitality,” is based on 
the knowledge that a successful retail¬ 
ing format changes with consumers to 
serve their wants and needs in a satis¬ 
fying and efficient manner. The vehi¬ 
cle is Sears Store of the Future, a 
long-term strategy for growth that 
seeks to provide the right product 
where customers naturally expect to 
find it, presents it with authority, and 
then backs it with improved service 
to expedite their purchase. 

Sears customer base is 40 million 
households strong. Many of these 
customers have shopped the retailer 
principally for hard lines and Sears 
intends to maintain that allegiance. 
However, the merchandise mix, am¬ 
bience and overall approach of the 
Store of the Future is contributing to 
the achievement of a long-time com¬ 
pany objective—an increasing shift in 
the balance of sale to apparel and 
home furnishings. Sears finds that 
once a store is converted to the new 
configuration, sales and gross margins 
show marked improvement over 
other stores of comparable size. 

/ mproved operating systems 
Last fall, Sears took the next 
major step in its evolution by 
initiating an in-depth review of the 
total replenishment cycle—from the 
time an order is placed by a Sears 
unit until the merchandise is on the 
sales floor or delivered to a customer. 
The goal: to ensure that Sears stores 
stay well stocked with timely goods 
delivered in a cost-effective manner. 
Sears intends to achieve profit growth 
by reducing the distribution cost-to- 
sales ratio and improving its return 
on inventory investment. 

In addition, the company contin¬ 
ues to enhance other operating 






Entering its second century , Sears continues to view 
the customer as the single most important element of 
its long-term success. Sears Merchandise Group 
senior executives, from left: G. Joseph Reddington, 
senior vice president—administration and planning; 
J. Pat Galloway, senior executive vice president — 
field; Joseph H. Batogowski , senior executive vice 
president — merchandising, and William l. Bass, 
chairman and chief executive officer. 
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systems which enable Sears to give 
greater service at point of sale while 
reducing the transaction time sig¬ 
nificantly. 


ew catalog approach 
Just as Sears retail stores 
have undergone a rejuvena¬ 
tion, so, too, has the Sears catalog. In¬ 
troduced in 1984, the Catalog of the 
Future features attractively photo¬ 
graphed contemporary fashions, 
traditional hard lines and special sec¬ 
tions devoted to lifestyle-oriented 
merchandise. 

Each of the 44 separate catalogs 
Sears distributes per year is now 
based on this new format. Likewise, 
Sears is redesigning its catalog sales 
offices to reflect Store of the Future 
principles. The first is located in 
Janesville, Wise. 


1 trategies for growth 
Sears enters its second century 
* determined to convert Store 
of the Future standards into an in¬ 
creasingly higher rate of return, with 
continued emphasis on service. In 
1985, Sears will build nine new Stores 
of the Future and continue the pro¬ 
gram of remerchandising existing 
units. By the end of the year, Sears 
will be well on the way toward com¬ 
pletion of all its largest full-line 
department stores. 

Building on the Store of the Fu¬ 
ture success in major U.S. markets, 
Sears now is testing a smaller version 
for markets of20,000 to 100,000 peo¬ 
ple. Recently, the company intro¬ 
duced a small store prototype in 
Alma, Mich. There a store with 8,300 
square feet of selling space provides a 
large array of the merchandise in 
which Sears has a strong national 
franchise: major appliances, elec¬ 
tronics, paint and hardware. It 
also features a catalog department for 
convenient ordering and package 
pick-up. 

In order to better serve other 
smaller markets throughout the 
country, the new stores will range in 
size and scope from outlets similar to 
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The Winnie-the- 
Pooh brand name, 
now 20 years old, 
continues to stand 
for quality and value 
in children’s wear. 



A coordinated back- 
wall display shows 
how to bring fashion 
to the table. 


Fashionable career 
apparel receives 
prominent exposure 
in Sears Store of the 
Future. Current, 
stylish clothing for 
today’s working 
woman is enhanced 
through special dis¬ 
plays in high-traffic 
areas within the 
store. 


Boston Athletic Club 
by Gil Truedsson 
features con tempo¬ 
rary, designer men’s 
sportswear, dress ap¬ 
parel and accessories. 
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the Alma store, to units of 30,000 
square feet or more. These larger 
stores will include apparel and home 
furnishings. 

pecialty stores 

Specialty stores offer another 
attractive avenue for growth. 
Current ventures include the business 
systems centers and the paint and 
hardware stores. 

Today, there are 100 business 
systems centers in operation around 
the country offering a broad assort¬ 
ment of name-brand computers and 
office equipment. Sears intends to be 
a major factor in this field which con¬ 
tinues to grow in importance. 

As for the paint and hardware 
stores, positive consumer response to 
the company’s initial test of four 
units will result in the addition of 
seven more stores in the Chicago 
metropolitan area later this spring. 

orth American strategy 

Beyond its U.S. operations, 

Sears anticipates growth 
through Sears Canada and the Mexi¬ 
can subsidiary. Both units are benefit¬ 
ing from closer ties with Sears domes¬ 
tic organization. Today, Sears Can¬ 
ada utilizes Sears buying expertise, 
systems support and Store of the Fu¬ 
ture presentations. In Mexico, seven 
stores have been converted to the 
Store of the Future format and the 
company has adopted improved 
management information and retail 
inventory systems. 

new century 

As Sears enters its second 

century, it intends to pursue, 
aggressively and consistently, all vi¬ 
able paths for growth. Each of its in¬ 
terrelated strategies is aimed at 
increasing sales, profit and return on 
equity. Above all, the company con¬ 
tinues to view the customer as the 
single most important element of its 
long-term success. As the customer 
changes, so will Sears. What will 
remain constant, however, is a cen¬ 
tury-old commitment to providing 
customer satisfaction. 


Actress Stephanie 
Powers' proven appeal 
to today’s customer is 
a natural tie-in with 
the contemporary look 
of Sears Catalog of 
the Future. 




Greater customer 


convenience is at the 
core of the catalog 
sales office of the fu¬ 
ture which features a 
new look, as well as 
upgraded facilities 
and procedures. 
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Bold graphics and 
organized presenta¬ 
tion tell the Crafts¬ 
man quality/ value 
story at a glance, 
making a dominant 
merchandising state¬ 
ment and easing cus¬ 
tomer selection. 


Consumer 
Financial Services 


At the core of Sears Financial 
Network is the company’s belief that 
consumers have the right to choose 
where they shop, where they save and 
where they invest. 

Combining the expertise of All¬ 
state, Coldwell Banker, Dean Witter 
and Sears Savings Bank (in Califor¬ 
nia), the Sears Financial Network 
operates on two levels to provide a 
greater choice in services and 
products. More than 3,000 offices 
throughout the country are available 
for customers who prefer to conduct 
their financial business in a tradition¬ 
al setting. For the many customers 
who feel more comfortable in a Sears 
store, there are now more than 300 
in-store Financial Centers. These 
centers are conveniently open every 
hour that the Sears stores are open, 
including nights and Sundays. 

In the world of corporate 
mergers and acquisitions, “synergy” 
has become a cliche. At Sears, how¬ 
ever, the word accurately describes 
how the company’s Financial 
Network is bringing better service 
and better prices to its customers. In 
partnership with the Merchandise 
Group, Coldwell Banker provides 
discounts to its clients through Sears 
Home Buyer’s Savings program. 

Dean Witter and Allstate have 
teamed up to offer a variable annuity 
product. And the combined resources 
of Dean Witter, Sears Savings Bank, 
and Allstate Enterprises have created 
a new home equity loan program. 

The Sears Financial Network 
seeks to establish long-term relation¬ 
ships with the millions of American 
households who regularly shop at 
Sears, and public support confirms 
that the company is well on the way 
to achieving thisgoal. In a recent sur¬ 
vey by American Banker, Sears was 
rated number one for innovation in 
financial services, and Consumers 
Digest presented the company with 
its prestigious Hall of Fame Award 
for “outstanding service to American 
consumers.” 


14 









W \ jpHPvfr 







i l m t 



5W . 

• — --. , 4 

»• Banaeasn' 



• v' 













Allstate 

Insurance Group 


The Allstate Insurance Company 
plans to outperform the industry 
average in 1985, as it has historically, 
in spite of maturing markets and in¬ 
tensified competition. The company 
plans to increase market share and to¬ 
tal revenues by concentrating on 
several key strategies in each of its 
major business units which provide 
personal property-liability, life, group 
life and health, and commercial in¬ 
surance. 

The company, a low-cost opera¬ 
tor, will continue centralization and 
automation of business processing in 
1985. Allstate will remain a leading 
direct writer, using employee agents, 
while continuing to develop multiple 
distribution systems to reach quality 
market segments. 



argeting new business 

Allstate’s largest business 


unit, selling personal-lines 
property-liability insurance, will capi¬ 
talize on its newly streamlined orga¬ 
nizational structure to identify quali¬ 
ty target markets and tailor prices and 
products accordingly. Product in¬ 
novations will concentrate on the 
profitable property lines. Increased 
use of advertising will support these 
moves. 

Allstate is aggressively adding 
employee agents and a new agent 
agreement now in place puts more 
emphasis on generating new-business 
sales. The agreement contains cost¬ 
sharing features between agents and 
the company. This agreement will in¬ 
crease the number of sales locations 
outside of Sears stores and will im¬ 
prove penetration into smaller, but 
profitable markets. 

In addition to using employee 
agents, the personal property-liability 
unit will accelerate the development 
and use of direct response marketing, 
continue its use of independent 
agents in rural markets and introduce 
salaried sales representatives in 
smaller markets not currently ser¬ 
viced by employee agents. 
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A t (state expects to continue its record of outpacing the 
industry in growth and in reducing costs. Allstate 
Insurance Group senior executives, from left: Herbert 
E. Lister, Allstate Life Insurance Co. president; 

Raymond H. Kiefer, Allstate Personal Property and 
Casualty president; Robert A. Leibold, Allstate 
Commercial president; Donald F. Craib, Jr., Allstate 
Insurance Group chairman and chief executive officer; 

Wayne E. Hedien, executive vice president, treasurer 
and chief financial officer; Richard J. Haayen, 
president and chief operating officer, and John K. 

O’Loughlin, senior executive vice president. 
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M ulti-faceted distribution 
The Allstate Life Insur¬ 
ance Company’s goal is to 
attain the stature within the life insur¬ 
ance industry that Allstate’s property- 
liability business has established in its 
industry. Key strategies include: cen¬ 
tralization of processing to reduce 
costs; diversification of distribution 
systems; and product introductions. 
Growth in its group life and health 
operations is a priority. 

Considerable growth in revenues 
from relatively new distribution sys¬ 
tems is planned in 1985. The life 
company will benefit from the ac¬ 
celerated growth of Allstate’s em¬ 
ployee agency force. Use of group 
brokers, general agents, Dean Witter 
account executives, Surety Life and 
Lincoln Benefit agents (life compa¬ 
nies acquired from Dean Witter Reyn¬ 
olds), and direct response marketing 
will grow in importance. 

Fulfilling consumer demand for 
innovative products, the Allstate Life 
Insurance Company will continue to 
develop an array of interest-sensitive 
products for the personal-lines mar¬ 
ket. A new single-premium deferred 
annuity, sold through Dean Witter 
agents, was introduced in January. 

Allstate is expanding its group 
operations to become a major force in 
that market. Group pensions, in¬ 
troduced in January, will help attain 
that goal. 

Allstate’s commercial insurance 
unit distinguished itself from the 
competition by offering superior cus¬ 
tomer service. It is capitalizing on 
market trends in business insurance 
to restore adequate rates after several 
years of intense competition had de¬ 
pressed rates to inadequate levels. 


utpacing the industry 
In total, Allstate Insurance 
Com panv has grown faster 
than the industry and experienced 
lower cost trends. Building on this 
strength, the company is poised to 
lengthen its lead on competitors by 
providing consumers with the quality 
products and sendees they demand. 



A new agent 
agreement and sub¬ 
sequent expansion 
of the number of 
neighborhood sales 
locations provide 
Allstate with an ex¬ 
cellent means of 
further geographic 
market segmentation. 


Computerized claim 
handling is one way 
Allstate is meeting its 
pledge of providing 
American consumers 
with quality products 
and services. 


The Personal Life 
Service Center 
improves operating 
efficiencies by 
centralizing in¬ 
formation retrieval 
and processing. 
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Dean ter 
Financial Services 
Group 


For Dean Witter Financial Services 
Group, 1984 was a year of continued 
expansion and a significant turning 
point in the company’s direction. It 
began making the transition from a 
traditional securities brokerage firm, 
characterized by a narrowly defined 
customer base, to a broad-based, 
financial services organization. 

In 1985, this new direction will 
position Dean Witter for growth and 
profitability in its securities-related 
business (through the individual 
financial services and capital markets 
units) and the consumer deposit and 
lending business (through the 
consumer banking unit). 


roadening the base 
Under the leadership of a 
new management organiza¬ 
tion, the retail operation plans to 
achieve increased productivity by 
maximizing the potential of its na¬ 
tionwide system of branch offices and 
Sears Financial Centers. 

The capital markets division will 
continue building on such strengths 
as its widely recognized investment 
research team, which consistently 
ranks among the top five in the in¬ 
dustry. The division will also empha¬ 
size its fixed income, corporate 
finance, and mortgage-backed securi¬ 
ties operations. 

Important to the growth poten¬ 
tial of the consumer banking division 
will be the introduction of a new 
credit/financial services card. It will 
be issued in pilot markets by year end 
through the recently acquired Green¬ 
wood Trust Company of Delaware. 

C ustomer orientation 

In each of these businesses, 
new products and services 
will help provide greater choice, 
superior investment returns and a 
more secure financial future for Dean 
Witter clients. The group’s determi¬ 
nation to become a truly customer- 
oriented institution will enable it to 
emerge in the forefront of an increas¬ 
ingly competitive financial services 
industry. 
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Portfolio selection for 
the Sears Unit Trust 
supports the Group’s 
strategy to offer 
clients greater choice 
and superior invest¬ 
ment returns for 
a more secure 
financial future. 


Dean Witter and 
Sears Savings Bank 
have teamed up to 
ensure faster, more 
convenient account 
access through 
SearsNet, a system 
of more than 100 
ATMs in the San 
Diego, Calif area. 



Dean Witter’s on-line 
securities trading 
system provides the 
highest standards of 
client service as well 
as improved cost 
controls. 









Building upon its traditional securities brokerage 
base, Dean Witter has begun the transition to a broad- 
based financial services organization. Dean Witter 
Financial Services Group senior executives from left: 
Stephen R. Miller, Dean Witter Reynolds Inc. 
president, Robert M. Gardiner, chairman and chief 
executive officer, and Philip J. Purcell, president and 
chief operating officer. 


DEAN WITTER 
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Coldweli Banker 
Real Estate Group 


Coldweli Banker Real Estate Group 
has accelerated the development of a 
national network for real estate ser¬ 
vices, to meet the needs of indivi¬ 
duals, corporations, and institutions. 

Growth is being achieved 
through internal expansion, acqui¬ 
sition, and the group’s affiliate pro¬ 
gram—the franchising of select 
residential real estate companies in 
small to medium sized markets. 

Market share increases are being 
achieved through growth as well as 
special programs designed to increase 
productivity and customer satisfac¬ 
tion. 


rokerage is the catalyst 
Real estate brokerage is the 
catalyst for a host of ancil¬ 
lary service needs. Here Coldweli 
Banker sees the greatest opportunity 
for future growth and profitability. 
Recently, the group began testing a 
new computerized residential mort¬ 
gage origination and processing sys¬ 
tem. It is also experimenting with 
videotex to aid sales people in dis¬ 
tributing information. 

The company will continue to 
enhance management and brokerage 
services that address the specific 
needs of institutions, pension funds 
and others interested in major real es¬ 
tate holdings. 

Homart Development Co., one 
of the group’s three principal business 
units, will continue to expand beyond 
shopping center development to meet 
the needs for quality suburban office 
buildings and multi-use projects. 

/ nternational representation 
Coldweli Banker Real Estate 
Group has commercial offices in 
Vancouver and Toronto Canada and 
a national accounts office in London. 
The group is evaluating strategies to 
determine what course should be pur¬ 
sued for further international repre¬ 
sentation of all the business units, as 
a way of maximizing its contribution 
to corporate profit. 
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Homart is the 
developer of Gateway 
Plaza, a multi-use 
complex near San 
Francisco. 




A new computerized 
mortgage origination 
and processing 
system—“Mortgage 
One”—enables home 
buyers to select from 
an array of financing 
plans in Coldweli 
Banker offices. 



A new Sears store is 
being added by 
Homart to the exist¬ 
ing Montclair Plaza 
shopping center near 
Los Angeles. 



























Coldwell Banker's growth is being achieved through 
internal expansion, acquisition and the group’s 
affiliate program. Coldwell Banker Real Estate Group 
senior executives, from left: Arthur J. Hill, Homart 
Development Co. chairman; J. Frank Mahoney III, 
Commercial Group chairman; C. Wesley Poulson, 
chairman and chief executive officer , and Forest E. 
Olson, Residential Group chairman. 






Sears World Trade, Inc. 


With nations moving toward a truly 
global economy, Sears World Trade, 
Inc. is positioned to become a unique 
participant combining general trade 
and trade support services. 

The company is building its fu¬ 
ture on traditional Sears strengths as 
an international network of suppliers, 
purchasing and distribution expertise, 
ability to raise capital, and a world¬ 
wide reputation for integrity. 

The company intends to capi¬ 
talize on the industry trend toward 
the global sourcing of product as well 
as the increasing demand for value- 
added services such as information 
and distribution management. 


P hased expansion 

In 1984, Sears World Trade 
consolidated its resources 
for a more cost-effective operation. 
Planning to grow through carefully 
evaluated phases, the company is 
concentrating initially on the area it 
knows best—consumer goods. Exten¬ 
sive distribution channels in overseas 
markets, as well as support systems 
in the U.S., are being developed. 

As the profitability of the con¬ 
sumer business stabilizes, the com¬ 
pany plans to expand its scope to 
include trading in manufactured and 
light industrial goods and processed 
foods. 

Over the longer term, entry into 
the commodities business will be 
evaluated to further build scale and 
global presence. Long-range objec¬ 
tives call for the development of 
countertrade activities. Trade support 
services will also be added to provide 
finance functions and cargo man¬ 
agement capabilities as well as con¬ 
sulting services. 


C ommitment to the future 

Recognizing that the 
world’s major trading com¬ 
panies were formed over a period of 
several years, the growth of Sears 
World Trade is being guided by a 
long-term view and a firm commit¬ 
ment to make a contribution to the 
total corporation. 


Sears World Trade 
is developing extensive 
distribution channels 
in overseas markets, 
as well as support sys¬ 
tems in the United 
States. 


With plans for phased 
growth. Sears World 
Trade is concentrating 
initially on consumer 
goods—the area it 
knows best. 
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Sears World Trade, Inc. is positioned for future 
growth through general trade and selected trade 
support services. Front left, Charles F. Moran, 
president and chief operating officer, and Frank C. 
Carlucci, chairman and chief executive officer. 


SEARS 

WORLD 

TRADE 
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Equal Opportunity 
Repon 


During the past five years, Sears 
reduced its work force by 29,184 per¬ 
sons which represents an 8.2 percent 
decline. In this same time span, the 
proportion of minorities in our total 
work force has increased from 20.6 
percent to 25.6 percent. Blacks now 
represent 17.8 percent of total em¬ 
ployment and Hispanics represent 6.1 
percent. 

During the same period of sub¬ 
stantial employment reductions, 

Sears reduced the number of Officials 
and Managers positions by 16,014 or 
34.8 percent. In spite of this reduc¬ 
tion, the proportion of women and 
minorities in the Officials and Man¬ 
agers category is now at 41.7 percent. 
Women now hold 35.6 percent of 
these positions. Blacks hold 6.8 per¬ 
cent and Hispanics hold 3.0 percent. 
We believe these figures to be sig¬ 
nificant in view of such major work 
force reductions. 

Sears has continued to move 


women and minorities into man¬ 
agement positions. Their shares of 
such jobs in Sears remain greater than 
in the national work force. 

In addition, Sears has continued 
its efforts designed to meet the needs 
of other disadvantaged Americans. 
Tower Ventures, Inc., its Minority 
Enterprise Small Business Invest¬ 
ment Company, provides financial 
assistance and basic services for mi¬ 
nority and women entrepreneurs. 
Firms owned by women and minori¬ 
ties are also encouraged to do busi¬ 
ness with Sears. The Selective 
Placement Program seeks to increase 
opportunities for the handicapped in 
the Company’s work force. 

True commitment to Affirmative 
Action should not be measured by 
management rhetoric but by results. 
Sears is proud to demonstrate beyond 
question a total and continuing 
dedication to this area of business re¬ 
sponsibility. 


Percentage of Female and Minority Employees in Each EEOC Job Category 

(Categories as defined by Equal Employment Opportunity Commission) 





American Employees 
Asian Indian in each job 

Pacific Alaskan category (in 

Job Categories Female % Black % Hispanic % Islander % Native % thousands) 



Feb. 

Dec. 

Feb. 

Dec. 

Feb. 

Dec. 

Feb. 

Dec. 

Feb. 

Dec. 

Feb. 

Dec. 

Date 

’66 

'84 

’66 

'84 

’66 

’84 

‘66 

'84 

’66 

’84 

'66 

'84 

Officials and Managers 

20.0 

35.6 

.4 

6.8 

.7 

3.0 

.2 

.5 

.1 

.4 

33.4 

30.0 

Professionals 

19.2 

53.4 

.8 

10.3 

.4 

3.3 

.5 

2.6 

.0 

.1 

1.3 

1.8 

Technicians 

48.1 

55.1 

1.1 

20.1 

.7 

5.6 

1.5 

2.2 

.0 

.6 

1.5 

2.2 

Sales Workers 

56.9 

63.7 

3.2 

16.7 

1.5 

5.6 

.6 

1.3 

.1 

.4 

98.7 

122.1 

Office and Clerical 

86.0 

84.0 

3.1 

17.6 

2.0 

6.2 

.6 

1.6 

.1 

.4 

78.6 

78.2 

Craft Workers 

3.8 

8.1 

2.8 

11.1 

2.8 

6.4 

.7 

1.7 

.1 

.5 

20.8 

27.8 

Operatives 

12.0 

12.3 

13.8 

24.0 

3.5 

8.6 

.8 

1.4 

.1 

.4 

23.4 

10.9 

Laborers 

34.3 

35.0 

18.4 

29.4 

6.5 

8.2 

.3 

l.l 

.1 

.5 

15.2 

46.3 

Service Workers 

32.3 

33.1 

44.9 

24.7 

2.0 

7.2 

.5 

1.4 

.) 

.5 

9.9 

8.5 

Total All Categories 

50.7 

54.6 

5.9 

17.8 

2.1 

6.1 

.6 

1,3 

. 1 

.4 

282.8 

327.8 


Table compares Sears present employment figures with those in first report after Title VI!. 
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Shareholder 
Investment Information 


Common Stock Market Information (Unaudited) 


First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 

Year 

Market price per share 

1984 

1983 

1984 1983 

1984 1983 

1984 1983 

1984 

1983 

High 

40% 

36% 

34% 43% 

37% 45% 

35% 42% 

40% 

45% 

Low 

31% 

27 

2916 33 

29% 35% 

29% 36% 

29% 

27 

Closing 

33% 

35% 

31% 41% 

34% 36% 

31% 37% 

31% 

37% 

Common Shareholders as of Nov. 

30, 1984 record date for the January 1985 dividend are as follows: 



Type of shareholder 



Number of 
shareholders 

Number 
of shares 

Average per 
shareholder 

Percent of 
total shares 

Individuals: Women 



103,298 

42,114,296 

408 


11.6 

Men 



136,083 

45,823,382 

337 


12.7 

Joint tenants 



66,707 

19,113,408 

287 


5.3 

Bank nominees 



915 

29,796,882 

32,565 


8.2 

Investment organizations 



30,916 

11,924,691 

386 


3.3 

Brokers 



67 

145,206,171 

2,167,256 


40.2 

Corporations and firms 



1,907 

4,303,769 

2,257 


1.2 

Other 



937 

689,615 

736 


.2 

Employees’ Profit Sharing Fund 



1 

62,512,543 

— 


17.3 

Total 



340,831 

361,484,757 



100.0 


Stock exchange listings 
Ticker symbol-S 
New York 
Midwest, Chicago 
Pacific, San Francisco 
London, England 
Switzerland: Basel, Geneva, 
Lausanne, Zurich 
Amsterdam, The Netherlands 
Tokyo, Japan 


Dividends on common shares 
The payment of future dividends to 
shareholders is dependent on busi¬ 
ness conditions, income, the cash 
requirements of the company and 
other factors (see note 9, page 41). 
The Finance Committee reviews 
these factors and recommends 
changes to the Board of Directors. 
The Board determines dividends per 
share of common stock which are 


consistent with earnings and the 
financial condition of the company. 
Cash dividends have been paid on 
common shares in every year since 
1934. During the past 10 fiscal years, 
Sears, Roebuck and Co. annual divi¬ 
dend payments have ranged from 
36.7 percent to 70.5 percent of net 
income. 


i 


i 


i 

! 


Dividends per common share 

{in dollars) 

2.00 



Shareholders' equity 

{in billions of dollars) 


12 



Dividend payout 
percent 

60 


I 
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Sears, Roebuck and Co. 

Five-Year Summary of Consolidated Financial Data 


$ millions, except per common share data 


Operating results 

1984 

1983 

1982 

1981 

1980 

Revenues 

$ 38,828 

$ 35,883 

$ 30,020 

$ 27,357 

$ 25,161 

Costs and expenses 

34,752 

32,416 

27,382 

25,375 

23,401 

Interest 

2,523 

1,701 

1,627 

1,520 

1,133 

Operating income 

1,553 

1,766 

1,011 

462 

627 

Realized capital gains and other 

349 

126 

71 

184 

62 

Income taxes 

458 

571 

232 

10 

99 

Net income 

1,455 

1,342 

861 

650 

610 

Percent return on average equity 

14.1 

14.4 

10.1 

8.2 

8.1 

Financial position 

Investments 

$ 17,447 

$ 15,434 

$ 13,497 

$ 12,229 

$ 11,336 

Receivables 

17,210 

15,406 

11,437 

10,745 

8,905 

Property and equipment, net 

4,361 

3,938 

3,396 

3,312 

3,153 

Merchandise inventories 

4,530 

3,621 

3,146 

3,103 

2,715 

Total assets 

57,073 

46,176 

36,541 

34,406 

28,218 

Insurance reserves 

6,906 

6,253 

5,667 

5,161 

4,407 

Short-term borrowings 

3,887 

4,596 

2,820 

3,233 

4,436 

Long-term debt 

9,531 

7,405 

5,816 

5,324 

2,965 

Total debt 

13,418 

12,001 

8,636 

8,557 

7,401 

Percent of debt to equity 

123 

123 

98 

103 

97 

Shareholders’ equity 

10,911 

9,787 

8,812 

8,269 

7,665 

Shareholders' common 
stock investment 

Book value per share (year end) 
Shareholders (Profit Sharing Fund 

$29.48 

$27.60 

$25.08 

$23.77 

$24.32 

counted as single shareholder) 

340,831 

339,644 

350,292 

354,050 

349,725 

Average shares outstanding (millions) 

358 

353 

350 

316 

316 

Net income per share 

$4.01 

$3.80 

$2.46 

$2.06 

$1.93 

Dividends per share 

$1.76 

$1.52 

$1.36 

$1.36 

$1.36 

Dividend payout percent 

43.9 

40.0 

55.3 

66.0 

70.5 

Market price (high-low) 

40H-29V4 

4516-27 

32-15% 

20%-14% 

19%-14% 

Closing market price at year end 

31% 

37% 

30% 

16% 

15% 

Price/earnings ratio (high-low) 

10-7 

12-7 

13-6 

10-7 

10-8 


The operating results and financial position for 1984 and 1983 include Sears Canada Inc. on a consolidated basis, as discussed in Basis of 
presentation of Sears Merchandise Group (page 47). Financial position at Dec. 31, 1981 and subsequent operating results for 1982 through 1984 
include Dean Witter Financial Services Inc. and Coldwell, Banker & Company, which were acquired on Dec. 31, 1981. 
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Sears, Roebuck and Co. 

Five-Year Summary of Business Group and Segment Financial Data 


As discussed in the description of businesses of Sears, 
Roebuck and Co. on the inside front cover, the com¬ 
pany is made up of five principal businesses. 
Management believes that, while the consolidated 
financial statements reflect the total financial re¬ 
sources and operating results of the company, analysis 
of the operations of the various industry components 
within the company is facilitated by separate group 
statements. Therefore, beginning on page 43 are sum¬ 
marized financial statements, including notes unique 
to the operations of the group, and an analysis of 


operations and financial condition. 

Following is a five-year summary of pertinent 
business group data, which is derived from the accom¬ 
panying statements and includes a further refinement 
by industry segments. Corporate operations include 
revenues and expenses which are of an overall hold¬ 
ing company nature including that portion of admin¬ 
istrative costs and interest which is not allocated to 
the groups. Corporate assets are principally intercom¬ 
pany receivables, Sears Tower, cash and invested 
cash. 


millions 


Revenues 

1984 

1983 

1982 

1981 

1980 

Sears Merchandise Group 

Merchandising 

$ 21,671 

$20,439 

$18,779 

$18,229 

$16,831 

Credit 

1,894 

1,404 

1,158 

1,040 

967 

International 

2,943 

3,246 

730 

933 

877 

Sears Merchandise Group total 

26,508 

25,089 

20,667. 

20,202 

18,675 

Allstate Insurance Group 

Property-liability insurance 

7,551 

1,404 

7,004 

6,487 

5,970 

5,503 

Life-health insurance 

1,079 

930 

737 

602 

Non-insurance operations 

34 

41 

42 

37 

33 

Allstate Insurance Group total 

8,989 

8,124 

7,459 

6,744 

6,138 

Dean Witter Financial Services Group 

Securities-related operations 

1,845 

1,544 

1,110 

— 

— 

Consumer deposit and lending 

operations 

651 

564 

487 

451 

379 

Dean Witter Financial Services Group total 

2,496 

2,108 

1,597 

451 

379 

Coldwell Banker Real Estate Group 

826 

704 

470 

110 

98 

Sears World Trade, Inc. 

189 

79 

— 

— 

— 

Corporate 

170 

117 

120 

105 

88 

Inter-group transactions 

( 350 ) 

(338) 

(293) 

(255) 

(217) 

Total 

$ 38,828 

$35,883 

$30,020 

$27,357 

$25,161 
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millions 


Net income 

1984 

1983 

1982 

1981 

1980 

Sears Merchandise Group 

Merchandising 

$ 656 

$ 654 

$ 456 

$ 352 

$.219 

Credit 

243 

144 

18 

(83) 

( 25 ) 

International 

6 

(17) 

(42) 

16 

35 

Sears Merchandise Group total 

905 

781 

432 

285 

229 

Allstate Insurance Group 

Property-liability insurance 

505 

469 

399 

344 

396 

Life-health insurance 

155 

83 

74 

68 

58 

Non-insurance operations 


3 

2 ■ 

2 v 

2 

Allstate Insurance Group total 

661 

555 

475 v 

414 

456 

Dean Witter Financial Services Group 
Securities-related operations 

(45) 

69 

36 

'.•v '."v_ ‘ .. 

_ 

Consumer deposit and lending 
operations 

12 

31 

(9), 

(19) 

10 

Dean Witter Financial Services Group total 

(33) 

100 

27 . 

(19) 

10 

Coldwell Banker Real Estate Group 

. 76 ' 

48 

52 

73 

H 

Sears World Trade, Inc. 

(25) 

(12) 

— 

... — ■■ 

— 

Corporate 

(129) 

(130) 

(125) 

(103) 

(96) 

Total 

$1,455 

$1,342 

$ 861 

$ 650 

$ 610 


Assets 






Sears Merchandise Group 

Merchandising 

Credit 

International 

$ 8,332 
11,825 
1,881 

$ 6,771 
10,312 
2,064 

$ 6,687 
7,889 
544 

$ 6,507 
7,390 
841 

$ 6,125 
7,242 
824 

Sears Merchandise Group total 

22,038 

19,147 

15,120 

14,738 

14,1.91 

Allstate Insurance Group 

Property-liability insurance 

11,913 

11,140 

10,080 

9,032 

8,363 

Life-health insurance 

2,591 

2,154 

1,881 

1,716 

1,463 

Non-insurance operations 

49 

61 

57 

53 

52 

Allstate Insurance Group total 

14,553 

13,355 

12,018 

10,801 

9,878 

Dean Witter Financial Services Group 
Securities-related operations 

12,760 

7,282 

4,129 

4,123 

L __ 

Consumer deposit and lending 
operations 

6,408 

5,155 

4,307 

4,013 

3,689 

Dean Witter Financial Services Group total 

19,168 

12,437 

8,436 

8,136 

3,689 

Coldwell Banker Real Estate Group 

1,236 

1,045 

958 

970 

463. 

Sears World Trade, Inc. 

114 

101 

- — 

■ — cc 


Corporate 

1,513 

1,451 

V 762 v 

465' 

536 

Inter-group eliminations 

(1,549) 

(1,360) 

(753) 

(704) 

(539) 

Total 

$57,073 

$46,176 

$36,541 

$34,406 

$28,218 


























































Sears, Roebuck and Co. 
Consolidated Statements of Income 


millions, except per common share data 


Year Ended December 31 


1984 

1983 

1982 

Revenues 

$38,828.0 

$35,882.9 

$30,019.8 

Expenses 




Costs and expenses 

34,752.0 

32,415.5 

27,382.2 

Interest 

2,523.1 

1,701.4 

1,627.0 

Total expenses 

37,275.1 

34,116.9 

29,009.2 

Operating income 

1,552.9 

1,766.0 

1,010.6 

Realized capital gains and other 

349.4 

126.2 

70.7 

Income before income taxes, equity in net income of 




unconsolidated companies and minority interest 

Income taxes 

1,902.3 

1,892.2 

1,081.3 

Current operations (note 3) 

Reduction in deferred taxes due to the Tax Reform 

518.0 

571.3 

231.6 

Act of 1984 (note 3) 

Equity in net income of unconsolidated companies and 

(60.0) 

—• 


minority interest 

10.5 

21.3 

11.5 

Net income 

Income per common share, after allowing for dividends on 

$ 1,454.8 

$ 1,342.2 

$ 861.2 

preferred shares (note 9) 

$4.01 

$3.80 

$2.46 

Average common shares outstanding 

358.3 

353.1 

350.3 


See accompanying notes and the summarized Group financial statements. 


■ Net income as Earnings per common share 

a percent of revenues (in dollars) 

■ Interest as a 

percent of revenues ■ Retained for growth 


■ Costs and expenses ■ Dividends per common 

as a percent of revenues share 








































Analysis of Consolidated Operations 


The consolidated statements of income reflect the re¬ 
sults of all the businesses of Sears, Roebuck and Co. 
The discussions of each of the principal businesses, 
beginning on pages 43, 49, 53, 57 and 60, expand 
upon this consolidated discussion to include the par¬ 
ticular factors influencing the results of each of those 
unique businesses. Supplemental financial informa¬ 
tion regarding inflation begins on page 62. 

All of the businesses contributed to the 8.2 
percent, $2.9 billion increase in 1984 consolidated 
revenues over 1983. Sears Merchandise Group and 
Allstate Insurance Group revenues increased $1.4 bil¬ 
lion and $865.2 million, respectively, to account for 
78 percent of the 1984 increase. Revenues increased 
19.5 percent in 1983 due to significant contributions 
by Sears Merchandise Group, Allstate Insurance 
Group and Dean Witter Financial Services Group 
and the consolidation of Sears Canada Inc. 

Costs and expenses as a percent of revenues 
were 89.5 percent in 1984, compared with 90.3 and 
91.2 percent in 1983 and 1982, respectively. Increased 
revenues coupled with expense control in Sears Mer¬ 
chandise Group were the primary factors for the 
improved 1984 ratio. Allstate Insurance Group’s 
property-liability operations sustained an increased 
underwriting loss, however it was offset partially by 
increased investment income. The improvement in 
the 1983 ratio over 1982 was primarily the result of 
improved gross margins and expense control in Sears 
Merchandise Group and increased investment in¬ 
come in Allstate Insurance Group. 

Interest expense increased 48.3 percent in 
1984 and4.6 percent in 1983 over the respective prior 
years. Of the total $821.7 million increase in 1984, 
$533.6 million is attributable to Dean.Witter Finan¬ 
cial Services Group, and is largely the result of the 
greater use of securities sold under agreements to 
repurchase and higher interest rates. Sears Merchan¬ 
dise Group accounts for an additional $253.0 million 
of the 1984 increase, due to additional borrowings 
needed to finance increased customer receivables and 
merchandise inventories, and higher average interest 
rates. The 1983 increase of $74.4 million over 1982 
was due to consolidation of Sears Canada Inc. and in¬ 
creased levels of borrowing, offset by lower average 
interest rates. A summary of borrowings and interest 
rates follows: 


$ billions 

1984 

1983 

1982 

Average variable rate debt 

$6.6 

6.1 

6.1 

Average rate 

10.5% 

9.3 

12.7 

Variable rate debt at Dec. 31 

$5.3 

6.8 

5.2 

Average rate 

8.7% 

9.8 

9.0 

Average fixed rate debt 

$7.0 

4.0 

2.8 

. Average rate 

11.3% 

10.8 

10.1 

Fixed rate debt at Dec. 31 

$8.1 

5.2 

3.4 

Average rate 

11.1% 

10.8 

10.2 


Operating income decreased 12.1 percent in 
1984 from 1983, and increased 74.7 percent in 1983 


from 1982. The $213.1 million decrease in 1984 is 
due primarily to the $260.5 million decrease in Dean 
Witter Financial Services Group, which was prin¬ 
cipally caused by an unfavorable securities market en¬ 
vironment. The $755.4 million increase in 1983 over 
1982 was due to contributions from Sears Merchan¬ 
dise Group, Dean Witter Financial Services Group 
and Allstate Insurance Group. 

The 176.9 percent increase over 1983 in 
realized capital gains and other income more than 
offset the decrease in operating income for 1984. A 
summary follows: 


$ millions 

1984 

1983 

1982 

Sale of property 

$172.9 

$108.4 

$132.6 

Sale of securities 

105.8 

58.9 

38.1 

Sale of customer receivables 

37.6 

— 

(24,1): 

Early extinguishment of debt 

32.7. 

3.1 

19.2 

Foreign exchange gains (losses) 

(9.8) 

4.1 

(65.5) 

Sale of foreign subsidiaries 

2.8 

(49.1) 

(3.6) 

Equity in real estate joint 




venture losses 

(7.9) 

(10.2) 

(33.8) 

Other gains and losses, net 

15.3 

11.0 

7.8 

Total 

$349.4 

$126.2 

$ 70.7 


The 1984 gain on early extinguishment of 
debt includes a $28.4 million gain from a debt-equity 
swap, which is included in Corporate operations. 
Sears Merchandise Group, Allstate Insurance Group 
and Coldwell Banker Real Estate Group all benefited 
from increases in realized capital gains and other in¬ 
come in 1984. 

Income taxes were 24.1 percent of pre-tax 
earnings in 1984, including the reduction in deferred 
taxes resulting from recalculating life insurance policy 
reserves in accordance with the Tax Reform Act of 
1984. Prior to including this one-time benefit, the 
effective tax rate in 1984 was 27.2 percent of pre-tax 
earnings, compared with 30.2 and 21.4 percent in 
1983 and 1982, respectively. These rates reflect tax 
exempt income, investment tax credits and the rela¬ 
tive contribution of dividends and realized capital 
gains to pre-tax income. 

1984 net income increased 8.4 percent over 
1983, which in turn increased 55:9 percent oyer 1982. 
Sears Merchandise Group, Allstate Insurance Group 
and Coldwell Banker Real Estate Group all estab¬ 
lished records in Group income for 1984. 

Contributions to earnings per common share 
by business group are as follows: 



1984 

1983 

1982 

Sears Merchandise Group 

$2.53 

$2.21 

$1.23 

Allstate Insurance Group 

Dean Witter Financial Services 

1.84 

1.57 

1.36 

Group 

Coldwell Banker Real Estate 

(.09) 

.28 

.08 

Group 

.21 

.14 

.15 

Sears World Trade, Inc. 

(-07) 

(.03) 

■ — 

Corporate and preferred shares 

(.41) 

(.37) 

(.36) 

Consolidated earnings per share 

$4.01 

$3.80 

$2.46 
















Sears, Roebuck and Co. 

Consolidated Statements of Financial Position 


millions 


December 31 


1984 

1983 

Assets 



Investments 

Bonds and redeemable preferred stocks, at amortized cost (market $7,727.0 
and $7,252.9) 

Mortgage loans 

Common and preferred stocks, at market (cost $1,489.3 and $1,457.5) 

Real estate 

$ 8 , 791.8 
5 , 790.3 
1 , 697.5 
1 , 167.7 

$ 8,237.2 

4.396.2 

1.808.3 
992.6 

Total investments 

17 , 447.3 

15,434.3 

Receivables 

Retail customers 

Brokerage clients 

Insurance premium installments 

Finance installment notes 

Other 

12 , 317.9 

2 , 265.7 

861.6 

671.2 

1 , 093.6 

10,978.6 

2,300.0 

793.2 

494.9 

839.6 

Total receivables 

17 , 210.0 

15,406.3 

Securities purchased under agreements to resell 

Merchandise inventories 

Property and equipment, net 

Trading account securities, at market value 

Cash and invested cash (note 5) 

Investments in unconsolidated companies 

Other assets ,/ v " /* • 

7 , 115.9 

4 , 530.0 

4 , 360.8 

2 , 240.7 

1 , 765.0 

268.4 

2 , 134.4 

2,343.0 

3,620.5 

3.938.3 

1.756.4 

1.502.5 
301.7 

1,873,1 

Total assets 

57 , 072.5 

46,176.1 

Liabilities 

Long-term debt (note 6) 

Insurance reserves 

Securities sold under agreements to repurchase 

Savings accounts and advances from Federal Home Loan Bank 

Accounts payable and other liabilities 

Short-term borrowings (note 5) 

Unearned revenues 

Securities sold but not yet purchased, at market value 

Deferred income taxes (note 3) 

Payable to brokerage clients 

9 . 531.3 
6 , 905.8 

6 . 527.7 
5 , 027.4 

4 . 914.3 

3 . 887.3 

3 . 133.8 
2 , 386.2 

2 . 197.8 
1 , 650.0 

7,405.3 

6.252.8 

3.106.9 

4.319.8 
3,806.1 

4.595.6 

2.918.6 
528.5 

2,054.8 

1.400.8 

Total liabilities 

46 , 161.6 

36,389.2 

Commitments and contingent liabilities (notes 1, 7, 8 and 9) 

Shareholders’ equity (note 9) 

Preferred shares ($ 1 par value, 2.5 shares outstanding) 

Common shares ($.75 par value, 361.6 and 354.6 shares outstanding) 

Capital in excess of par value 

Retained income 

Treasury stock (at cost) 

Unrealized net capital gains on marketable equity securities 

Cumulative translation adjustments 

250.0 

276.1 

1 , 430.9 

9 , 038.6 

( 119 . 3 ) 

152.3 

( 117 . 7 ) 

271.4; 

1,245.5 

8,231.3 

(133.0) 

254.0 

(82.3) 

Total shareholders’equity 

$ 10 , 910.9 

$ 9,786.9 


See accompanying notes and the summarized Group financial statements. 


















Consolidated Statements of Shareholders’ Equity 


Year Ended December 31 


1984 

1983 

1982 

1984 

1983 

1982 


millions 



shares in thousands 


Preferred shares— $1.00 par value, 50 







million shares authorized 

— 

— 

— 

— 

— 

— 

Issued during year (note 9) 

$250.0 

— 

— 

2,500.0 

— 

— 

Balance, end of year 

$250.0 

— 

— 

2,500.0 

— 

— 

Common shares—$.75 par value, 







500 million shares authorized, issued as 






follows: 

Balance, beginning of year 

$ 271.4 

$ 269.4 

$ 268.5 

361,823.1 

359,230.5 

357,995.2 

Exchanged for Sears debt (note 6) 

Stock options exercised and other 

2.2 

— 

— 

3,000.0 

— 

— 

changes 

2.5 

2.0 

.9 

3,292.2 

2,592.6 

1,235.3 

Balance, end of year 

276.1 

271.4 

269.4 

368,115.3 

361,823.1 

359,230.5 

Capital in excess of par value 

Balance, beginning of year 

1,245.5 

1,163.3 

1,143.9 




Exchanged for Sears debt (note 6) 

Stock options exercised and other 

86.3 


— 




changes 

99.1 

82.2 

19.4 




Balance, end of year 

1,430.9 

1,245.5 

1,163.3 




Retained income 

Balance, beginning of year 

8,231.3 

7,426.1 

7,041.2 




Net income 

1,454.8 

1,342.2 

861.2 




Preferred share dividends 

Common share dividends ($1.76, 

(16.7) 

—- 

— 




$1.52 and $1.36 per share) 

(630.8) 

(537.0) 

(476.3) 




Balance, end of year 

9,038.6 

8,231.3 

7,426.1 




Treasury stock (at cost) 

Balance, beginning of year 

(133.0) 

(143.5) 

(186.7) 

(7,256.3) 

(7,820.8) 

(10,107.3) 

Exchanged for Sears debt (note 6) 
Reissued under dividend reinvestment 

— 

— 

25.3 

— 

— 

1,341.4 

plan 

13.7 

10.5 

17.9 

750.6 

564.5 

945.1 

Balance, end of year 

(119.3) 

(133.0) 

(143.5) 

(6,505.7) 

(7,256.3) 

(7,820.8) 

Unrealized net capital gains on 
marketable equity securities 

Balance, beginning of year 

254.0 

171.5 

48.5 




Net increase (decrease) 

(101.7) 

82.5 

123.0 




Balance, end of year 

152.3 

254.0 

171.5 




Cumulative translation adjustments 
Balance, beginning of year 

(82.3) 

(74.4) 

(46.5) 




Net increase in unrealized losses 

(35.4) 

(7.9) 

(36.9) 




Realized on sale of subsidiaries 


— 

9.0 




Balance, end of year 

(117.7) 

(82.3) 

(74.4) 




Total common shareholders’ equity 







and shares outstanding 

$10,660.9 

$9,786.9 

$8,812.4 

361,609.6 

354,566.8 

351,409.7 

Total shareholders’ equity 

$10,910.9 

$9,786.9 

$8,812.4 





See accompanying notes and the summarized Group financial statements. 
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Sears, Roebuck and Co. 

Consolidated Statements of Changes in Financial Position 


millions 


Year Elided December 31 


1984 

1983 

1982 

Sources of operating funds 

Net income 

$1,454.8 

$1,342.2 

$ 861.2 

Increase in insurance reserves 

655.0 

596.1 

529.0 

Depreciation 

412.4 

375.6 

336.5 

Increase in unearned revenues 

216.5 

210.9 

186.2 

Deferred income taxes 

186.0 

454.7 

97.2 

Amortization of debt discount and other non-cash items 

46.2 

19.0 

103.8 

From operations 

2,970.9 

2,998.5 

2,113.9 

Decrease (increase) in net trading account securities 

1,373.4 

1,358.1 

(843.3) 

577.1 

Increase in accounts payable and other liabilities 

Increase in savings accounts and advances from Federal Home 

534.9 

619.6 

Loan Bank 

707.6 

1,187.0 

349.2 

Total available operating funds 

6,410.0 

3,877.1 

3,659.8 

Uses of operating funds 

Increase in receivables, before sales of accounts 

2,355.6 

2,501.9 

1,124.0 

Net additions to mortgage loans and finance installment notes 

1,570.4 

822.3 

244.9 

Increase in merchandise inventories 

945.2 

63.0 

161.1 

Net additions to property and equipment 

839,1 

542.3 

406.4 

Net investment additions 

751.5 

1,030.7 

863.2 

Increase in other assets 

282.0 

220.0 

287.2 

Total operating funds used 

6,743.8 

5,180.2 

3,086.8 

Net funds generated from (used by) operations before dividends. 

acquisitions and financing transactions 

(333.8) 

(1,303.1) 

573.0 

Dividends paid to shareholders, net of reinvested amounts 

(591.6) 

(502.3) 

(458.4) 

Preferred shares issued 

245.3 

—• 

— 

Common shares issued in exchange for debt 

88.5 

—■ 

— 

Common shares issued for employee stock plans 

94.8 

74.6 

20.3 

Increase (decrease) in customer receivable balances sold 

681.3 

(859.4) 

177.1 

Proceeds from long-term debt 

1,554.4 

1,162.8 

1,104.0 

Repayment of long-term debt 

(432.6) 

(288.3) 

(647.3) 

Net increase (decrease) in short-term borrowings 

308.3 

1,589.6 

(266.0) 

Increase (decrease) in net agreements to resell or repurchase 

(1,352.1) 

435.7 

(404.0) 

Cost of acquired companies, net of cash acquired 


(172.5) 

— 

Treasury stock reissued, net of purchases 

— 

— 

25.3 

Net assets of subsidiaries sold 

— 

57.8 

12.9 

Dividends, acquisitions and financing transactions 

596.3 

1,498.0 

(436.1) 

Increase in cash and invested cash 

$ 262.5 

$ 194.9 

$ 136.9 


See accompanying notes and the summarized Group financial statements. 
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Analysis of Consolidated Financial Condition 


The consolidated statements of changes in financial 
position present the primary sources and uses of 
funds for the company. As it combines the diverse 
businesses of Sears, Roebuck and Co., this discussion 
first describes the major items in the consolidated 
statement, and then focuses on company-wide fi¬ 
nancing strategies. The analyses of each of the 
businesses, on pages 46, 50, 54, 58 and 60 discuss the 
funds flows and capital requirements unique to each 
business. 

Funds generated from internal operations, which to¬ 
taled $3.0 billion in each of 1984 and 1983 and $2.1 
billion in 1982, are the major source of the company’s 
operating cash requirements. The $884.6 million in¬ 
crease in 1983 was due primarily to the 56 percent in¬ 
crease in net income and increased deferred income 
taxes. 

Increased accounts payable and other liabili¬ 
ties provided funds in each of the past three years. In¬ 
creases in savings accounts and advances from the 
Federal Home Loan Bank provide a major source of 
funds, a large portion of which is used to increase 
mortgage loans. Dean Witter Financial Services 
Group increased its trading activity in 1984, resulting 
in net trading account securities providing funds and 
net agreements to resell or repurchase securities using 
funds. 

Growth in retail customer receivables con¬ 
tinues to be the most significant use of operating 
funds. Sears Merchandise Group inventories and 
property and equipment and Allstate Insurance 
Group investments also increased substantially in 
1984. 

The company is committed to maintaining a stable 
cost-effective capital structure. A comprehensive 
liability management program was initiated in 1981 
to match maturities and interest rate sensitivities of 
the company’s assets and liabilities. During 1984, this 
commitment resulted in proceeds of $ 1.6 billion from 
new long-term debt, $245.3 million from preferred 
shares and $88.5 million from common shares. The 
long-term fixed-rate debt issues included financings in 
the Euro-yen and Asian dollar markets, along with 
continued activity in the domestic. Eurodollar and 
Swiss capital markets. This reflects the company’s 
strategy of diversifying sources of funding on a global 
basis. 

The balanced approach to obtaining the net 
financing requirements of the company in the debt 
and equity capital markets, along with increases to re¬ 
tained earnings as a result of record net income, 
caused the debt to equity ratio to remain stable at 123 
percent at year end 1984 and 1983 compared to 98 
percent at Dec. 31, 1982. The increase in 1983 was 
principally the result of the increased debt necessary 
to finance customer receivables and the consolidation 
of Sears Canada Inc. 


The company has utilized interest rate swaps 
in its liability management program to effectively es¬ 
tablish long-term fixed interest rates on approximate¬ 
ly $2.0 billion of short-term variable rate borrowings. 
The counterparties to these swaps are domestic and 
foreign commercial banks, merchant banks and in¬ 
vestment banks, all having credit ratings equivalent 
or superior to that of the company. The majority of 
these swaps also include provisions for collateral sup¬ 
port. 

During 1984, the company finalized an 
agreement with a group of United States commercial 
banks to establish a $2 billion revolving commitment 
to purchase accounts receivable. This stand-by com¬ 
mitment to purchase eligible retail accounts without 
recourse extends through 1988, providing an addi¬ 
tional element of long-term credit. At Dec. 31, 1984, 
the outstanding balance of accounts sold under this 
agreement was $1.2 billion. 

The combination of additions to long-term 
debt, interest rate swaps and the sale of accounts 
receivable have increased the proportion of long-term 
fixed rate debt to total debt to 60 percent in 1984 from 
43 percent in 1983 and 40 percent in 1982. This in¬ 
crease in the proportion of fixed rate to total debt 
marks the achievement of the primary objective of 
maintaining at least an even split between fixed and 
variable rate funding. The company’s earnings per 
share sensitivity to fluctuations in short-term interest 
rates has been cut in half since the inception of the 
fixed rate financing effort in 1981 by this shift in the 
company’s debt structure. Management of the debt 
portfolio will focus on meeting additional financing 
requirements with a blend of fixed and variable rate 
borrowings to maintain this balance. A summary of 
fixed and variable rate debt is provided on page 33. 

The company, through Sears Roebuck Accep¬ 
tance Corp. (SRAC), a wholly owned consolidated 
finance subsidiary, utilizes commercial paper as a part 
of its overall financing plan and to cover peak work¬ 
ing capital requirements. The average short-term bor¬ 
rowings outstanding at SRAC during 1984 were $5.9 
billion, compared to $4.5 billion during 1983. The 
company had unused lines of bank credit totaling 
$9.1 billion at Dec. 31,1984. In addition, SRAC had a 
$3 billion revolving credit agreement, which was in¬ 
creased from $2 billion effective Sept. 28, 1984. The 
increase in amount and extension of the maturity of 
this facility to Sept. 28, 1992 represents a strengthen¬ 
ing of the company’s liquidity position. 

It is anticipated that the growth of retail cus¬ 
tomer receivables and the Store of the Future pro¬ 
gram will account for the majority of the company’s 
future funding requirements. The company expects 
that the funds to finance future expansion will be 
provided primarily from internally generated funds, 
supplemented by external financing. 
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Notes to Consolidated Financial Statements 


Summary of significant accounting policies 
Basis of presentation 

The consolidated financial statements include the ac¬ 
counts of Sears, Roebuck and Co. and all domestic 
and significant international companies in which the 
company has more than a 50 percent equity owner¬ 
ship, except those engaged in manufacturing. 

Included as an integral part of the consolidat¬ 
ed financial statements are, on pages 30 and 31, the 
summary of business segment financial data and, 
beginning on page 43, separate summarized financial 
statements and notes for each of the company’s busi¬ 
ness groups as well as the significant accounting 
policies unique to each group. Although not a part of 
the financial statements, also included with the con¬ 
solidated statements and the summarized group state¬ 
ments are unaudited analyses of results and financial 
condition. Unaudited supplemental financial infor¬ 
mation regarding inflation is presented on pages 62 
and 63. 

Certain reclassifications have been made in 
the 1983 and 1982 financial statements to conform to 
current accounting classifications. 

Basis for assignment of debt and related interest 
expense 

Debt and the related interest expense have been 
assigned to the business groups as incurred by those 
groups. Corporate debt is legally the responsibility of 
Sears, Roebuck and Co., Sears Roebuck Acceptance 
Corp. (SRAC) or Sears Overseas Finance N.V. 

A portion of the pooled Corporate debt is allocated on 
a consistent basis to Sears Merchandise Group, prin¬ 
cipally to finance domestic customer receivables. The 
remaining portion of Corporate debt has generally not 
been allocated to the business groups but has been 
combined with internally generated funds for various 
purposes such as dividends, acquisitions, non-port¬ 
folio investments and stock repurchases. The average 
cost of the pooled Corporate debt was 11.1, 10.0 and 
12.0 percent in 1984, 1983 and 1982, respectively. 

Property and depreciation 

Depreciation is provided principally by the straight- 
line method. 

Goodwill 

Other assets include goodwill of $395.7 and $406.5 
million at Dec. 31, 1984 and 1983, respectively. 
Goodwill represents the excess of purchase price over 
fair value of the net assets of businesses acquired and 
is amortized on a straight-line basis over 40 years. 

Income taxes 

The results of operations of the business groups, ex¬ 
cept life insurance and foreign operations, are includ¬ 
ed in the consolidated federal income tax return of 
Sears, Roebuck and Co. Tax liabilities and benefits 
are allocated as generated by the respective business 
groups, whether or not such benefits would be 
currently available on a separate return basis. U.S. 


income and foreign withholding taxes are not provid¬ 
ed on unremitted earnings of international affiliates 
which the company considers to be permanent invest¬ 
ments. The cumulative amount of unremitted income 
totaled $237.8 million at Dec. 31, 1984. 

The investment tax credit is reflected as a 
reduction in current income taxes (flow-through 
method). 

I. Benefit plans 

Expenses for retirement and savings-related benefit 
plans are as follows: 


millions Year Ended December 31 



1984 

1983 

1982 

Pension plans 

$303.2 

$281.4 

$251.3 

Savings and Profit Sharing Fund of 

Sears Employees: 

Defined Contribution 

116.2 

115.9 

68.1 

Employee Stock Ownership 

Feature 

24.7 

25.9 

— 

Retiree insurance benefits 

89.2 

71.1 

56.2 

Other plans 

24.9 

22.8 

18.6 

Total 

$558.2 

$517.1 

$394.2 


Pension plans 

Substantially all full-time domestic employees and 
certain part-time employees are eligible to participate 
in noncontributory defined benefit plans after meeting 
age and service requirements. Substantially all Cana¬ 
dian employees are eligible for contributory defined 
benefit plans. Pension benefits are based on length of 
service, average annual compensation and, in certain 
plans. Social Security or other benefits. The company 
expenses and funds the current costs of its qualified 
pension plans. 

Plan benefits and net assets for the company’s 
defined benefit pension plans, as of Jan. 1, 1984 and 
1983, are as follows: 


millions 

1984 

1983 

Plan benefits 



Vested 

$2,034.5 

$1,726.8 

Non-vested 

159.8 

139.5 

Total plan benefits 

$2,194.3 

$1,866.3 

Net assets available for plan benefits 

$2,565.7 

$2,144.1 


Plan benefits represent the actuarially computed pre¬ 
sent value of pension benefits which employees have 
earned based upon compensation and length of ser¬ 
vice, assuming voluntary termination of employ¬ 
ment as of Jan. 1, 1984 and 1983 (vested benefits), or 
have accrued irrespective of vesting provisions of the 
plan (total plan benefits). The assumed rate of return 
used in determining the present value of plan benefits 
was 8 percent. 

The company has domestic non-qualified un¬ 
funded pension plans to supplement the primary pen¬ 
sion plans. These additional plans ensure that retired 
employees can be paid their total accrued benefits 
under the benefit formula. 
















Profit sharing plan 

Employees of most domestic companies, excluding 
primarily those of Dean Witter Financial Services 
Inc. and Coldwell, Banker & Company, are eligible to 
become members of The Savings and Profit Sharing 
Fund of Sears Employees (Fund). The company con¬ 
tributes 6 percent of consolidated income, as defined, 
before federal income taxes and profit sharing con¬ 
tributions. The total contribution is allocated to the 
business groups and Corporate based on 6 percent of 
the participating company’s respective earnings or 
losses. 

The company makes an additional contribu¬ 
tion under the Employee Stock Ownership Feature of 
the Fund equal to one-half of one percent of the total 
payroll of all eligible employees and receives an equal 
federal income tax credit This contribution is used to 
acquire company stock for allocation to each eligible 
employee based upon total compensation up to 
$19,000. 

Retiree insurance benefits 

Sears, Roebuck and Co. and its subsidiaries provide 
certain health care and life insurance benefits for re¬ 
tired employees. Generally, regular full-time em¬ 
ployees may become eligible for these benefits if they 
retire in accordance with the company’s established 
retirement policy and are continuously insured under 
the company’s group plans or other approved plans 
for 10 or more years prior to retirement. Qualified 
part-time regular employees are also eligible for life 
insurance benefits. The company has the right to 
modify or terminate these plans in the future. These 
benefits are funded by insurance contracts whose 
premiums are based on the benefits paid during the 
year. The company recognizes the costs of providing 
these benefits by expensing the insurance premiums. 

2. Supplementary income statement information 


miHions Year Ended December 3 i 



1984 

1983 

1982 

Advertising costs (excluding catalog) 

$925.1 

$898.8 

$719.7 

Maintenance and repairs 

267.3 

229.9 

19S.3 

Taxes, other than payroll and income 

Property 

181.2 

168.8 

143.3 

Premium 

167.2 

140.8 

129.8 

Other 

99.4 

113.0 

106.9 

Provision for uncollectible accounts 

179.3 

151.4 

121.7 

Realized foreign currency exchange 
gains (losses), net of profit sharing 

and income taxes 

(2.5) 

2.3 

(38.4) 

Interest capitalized 

21.7 

13.3 

13.4 


3. Income taxes 

Income before income taxes, equity in net income of 
unconsolidated companies and minority interest is as 
follows: 


millions Year Ended December 31 



1984 

1983 

1982 

Domestic 

$1,851.9 

$1,825.7 

$1,080.1 

Foreign 

50.4 

66.5 

1.2 

Total 

$1,902.3 

$1,892.2 

$1,081.3 


Federal, state and foreign income taxes are 
summarized in the following table. Included in 1984 
is a one-time reduction in income tax expense of 
$60.0 million due to the Tax Reform Act of 1984. The 
Act required life insurance companies to recompute 
their policy reserves for tax purposes as of Jan. 1, 
1984, which reduced related deferred income taxes 
provided in prior years. 


millions 

Year Ended December 31 


1984 

1983 

1982 

Provision 

Current 

Domestic 

$282.8 

$132.6 

$142.5 

Investment tax credit 

(37.0) 

(29.9) 

(34.6) 

Foreign 

23.6 

27.3 

6.6 

Total current 

269.4 

130.0 

114.5 

Deferred 

Installment sales 

201.7 

425.4 

62.0 

Depreciation 

57.5 

20.5 

24.1 

Deferred policy acquisition costs 

23.2 

15.8 

10.7 

Pension expense 

13.9 

(.2) 

14.9 

Maintenance agreement income 

(41-2) 

(32.4) 

(10.0) 

Life insurance reserves 

(5.7) 

11.1 

9.5 

Other 

(.8) 

1,1 

5.9 

Total deferred 

248.6 

441.3 

117.1 

Financial statement income tax 

provision—current operations 

518.0 

571.3 

231.6 

Reduction in deferred taxes due to the 

Tax Reform Act of 1984 

(60.0) 

— 

— 

Financial statement income tax 

provision 

$458.0 

$571.3 

$231.6 

Classification 

Federal income tax 

Current 

$166.2 

$ 67.8 

$ 81.2 

Deferred 

175.8 

387.4 

104.8 

State income tax 

Current 

79.6 

34.9 

26.7 

Deferred 

19.0 

55.7 

8.9 

Foreign income tax 

Current 

23.6 

27.3 

6.6 

Deferred 

(6.2) 

0.8) 

3.4 

Financial statement income tax 

provision 

$458.0 

$571.3 

$231.6 

A reconciliation of the statutory federal income tax 

rate to the effective income tax rate is as follows: 

millions 

Year Ended December 31 


1984 

1983 

1982 

Statutory federal income tax rate 

46.0% 

46.0% 

46.0% 

State income taxes, net of federal 

income taxes 

2.8 

2.6 

1.8 

Tax exempt income 

(14.9) 

(12.1) 

(17.8) 

Dividends received exclusion 

(2.5) 

(2.7) 

(5.5) 

Reduction in deferred taxes due to the 

Tax Reform Act of 1984 

(3.1) 

— 

.— 

Investment tax credit 

(2.0) 

(1.6) 

(3.2) 

Capital gains deduction 

(L9) 

(.9) 

(2.6) 

Other 

(.3) 

(1.1) 

2.7 


Effective income tax rate 24.1% 30.2% 21.4% 
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Notes to Consolidated Financial Statements continued 


4 . Corporate 

Corporate operations include revenues and expenses 
which are of an overall holding company nature, 
including that portion of administrative costs and 
interest which is not allocated to the company’s 
business groups. The Corporate statements of income 
consist of: 


millions 

Year Ended December 31 


1984 

1983 

1982 

Revenues 

$ 169.6 

$116.9 

$119.5 

Interest expense 

307.8 

257.9 

272.7 

Operating expenses 

169.9 

134.2 

lll.i 

Operating loss 

(308.1) 

(275.2) 

(264.3) 

Other income 

22.2 

9.1 

.2 

Income tax benefit 

156.5 

135.5 

139.9 

Net Corporate expense 

Equity in net income of business 

(129.4) 

(130.6) 

(124.2) 

groups 

1,584.2 

1,472.8 

985.4 

Consolidated net income 

$1,454.8 

$1,342.2 

$861.2 


5. Short-term borrowings consisted of: 


millions December 31 



1984 

1983 

Commercial paper 

$1,361.8 

$2,516.8 

Bank loans 

1,179.0 

817.5 

Agreements with bank trust departments 

953.0 

942.0 

Other loans (principally foreign) 

393.5 

319.3 

Total short-term borrowings 

$3,887.3 

$4,595.6 


The company had unused lines of bank credit approx¬ 
imating $9. 1 billion and a $3.0 billion revolving credit 
agreement through SR AC with a group of banks at 
Dec. 31, 1984. Domestic credit lines are renewable 
annually at various dates and provide for loans of 
varying maturities at prevailing money market rates. 
The company maintains informal compensating 
balances or pays commitment fees in connection with 
certain lines of credit. There are no material restric¬ 
tions on the use of funds constituting compensating 
balances. 

At Dec. 31, 1984, the revolving credit 
agreement supports $3.0 billion of commercial paper 
that has been classified as long-term debt. SRAC in¬ 
tends to maintain more than $3.0 billion of commer¬ 
cial paper outstanding during the next twelve months. 
If needed, SRAC can refinance this debt on a long¬ 
term basis using the revolving credit agreement. 

The company has utilized interest rate swaps 
to effectively establish long-term fixed interest rates 
on short-term variable rate debt. At Dec. 31,1984, the 
company had interest rate swap agreements effective¬ 
ly establishing fixed rates on $2.0 billion of debt, with 
an average maturity of six years. For 1984, the weight¬ 
ed average effective interest rate on all swap agree¬ 
ments outstanding during the year was 11.7 percent. 


6. Long-term debt was as follows: 


millions 

December 31 

Issue 

1984 

1983 

Sears, Roebuck and Co. 

13'/2% Note, due 1984 

$ - 

$ 50.0 

7%% Debentures, due 1985 

250.0 

250.0 

12 l /2% Note, due 1987 

50.0 

_ 

10%% Notes, due 1988 

200.0 

200.0 

1414% Notes, due 1989 

250.0 

250.0 

6%% Yen Bonds, due 1991 

50.6 

_ 

13%% Notes, due 1992 

231.0 

250.0 

6%% Sinking Fund Debentures, due 1993 

40.4 

55.5 

12% Notes, due 1994 

230.9 

— 

8%% Sinking Fund Debentures, due 1995 
Extendable Notes, 12% to April 15, 1987, 
due 1999 

70.9 

86.2 

200.0 


6% Debentures, $300 million face value, due 
2000, effective rate 14.8% 

142.2 

139.5 

7% Debentures, $300 million face value, due 
2001, effective rate 14.6% 

158.4 

156.5 

8% Sinking Fund Debentures, due 2006 

183.7 

214.5 

7%% Sinking Fund Debentures, due 2007 

230.3 

261.4 

10%% Sinking Fund Debentures, due 2013 

250.0 

250.0 

11%% Sinking Fund Debentures, due 2014 

300.0 

_ 

Capitalized lease obligations 

98.0 

106.8 

Sears Roebuck Acceptance Corp. 

Commercial paper backed by revolving 
credit agreement 

3,000.0 

2,000.0 

8.94% Variable Interest Notes 
(9.98% at Dec. 31, 1983), 
payable 13 months after demand 

371.0 

372.0 

8%% Debentures, due 1986 

125.0 

125.0 

7%% to 9%% Allstate Financial Corporation 
Notes, due 1986 to 1987 

150.0 

150.0 

9%% to 9%% Notes, due 1985-1989 

96.5 

106.8 

14'/*% to 14V«% Notes, due 1985-1989 

214.0 

250.0 

9%% Notes, due 1985-1991 

39.7 

48.1 

Sears Overseas Finance N.V. (guaranteed 
by Sears, Roebuck and Co.) 

6%% Yen Bonds, Series No. 1, due 1984 


86.4 

10%% Dutch Guilder Notes, due 1987 

28.1 

32.7 

6'/z% Swiss Franc Notes, due 1988 

76.9 

91.7 

11%% Notes, due 1988 

125.0 

125.0 

13%% Notes, due 1988 

100.0 

100.0 

11 %% Notes, due 1989 

50.0 

_ 

13%% Notes, due 1990 

38.1 

38.1 

10%% Notes, due 1991 

150.0 

150.0 

11 %% Notes, due 1991 

150.0 

_ 

5%% Swiss Franc Notes, due 1991 

103.5 

_ 

Zero Coupon Notes, $400 million face value, 
due 1992, effective rate 15.0% 

147.8 

128.5 

11%% Notes, due 1993 

150.0 

150.0 

7% Dual Currency Notes, due 1993 

59.8 

57.8 

Zero Coupon Bonds, $400 million face 
value, due 1994, effective rate 12.826% 

128.9 

114.2 

Zero Coupon Bonds, $500 million face 
value, due 1998, effective rate 11.99% 

108.3 


Homart Development Co. 

8% to 11%% Notes, due 1986-2002 

82.8 

20.3 

6%% to 14% Mortgage notes, due 1987 

to 2002 

223.6 

195.8 

Notes payable to banks 

45.4 

45.4 

Sears Canada Inc. 

5%% to 8 l /4% First Mortgage Bonds, due 
1985to 1993 

25.9 

30.0 

Floating Rate Debentures, due 1987 

84.7 

90.0 

4%% to 11%% Debentures, due 1988 to 1995 

: 39.3 

44.5 

Capitalized lease obligations 

114.9 

123.1 

Mortgage and bond indebtedness of 
subsidiaries 

23.2 

18.7 

Sears Acceptance Co. Ltd. 

5%% to 17%% Secured Debentures, due 1985 
to 1998 

349.3 

360.9 

Other subsidiaries 

Notes payable, mortgages and capitalized 
lease obligations 

193.2 

79.9 

Total long-term debt 

$9,531.3 

$7,405.3 
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As of Dec. 31, 1984, long-term debt maturities, ex¬ 
cluding $347 million of notes payable 13 months or 
more after demand which have no specified maturi¬ 
ties and commercial paper which is classified as long¬ 
term debt, are as follows: 


Year Ending December 31 

millions 

1985 

$534.3 

1986 

323.0 

1987 

494.8 

1988 

630.6 

1989 

494.7 


During 1984 and 1982 the company exchanged com¬ 
mon shares for $115.1 million and $36.9 million 
principal amounts of long-term debt, resulting in 
after-tax gains of $28.4 million and $16.4 million. 

7. Leases 

The company leases certain stores, office facilities, 
computers and automotive equipment. 

Operating and capital lease obligations are 
based upon contractual minimum rates and, for cer¬ 
tain stores, amounts in excess of these minimum rates 
are payable based upon specified percentages of sales. 
Certain leases include renewal or purchase options. 
Operating lease rentals were $466.7, $425.3 and 
$332.1 million, including contingent rentals of $34.5, 
$39.9 and $38.5 million, for the years ended Dec, 31, 
1984, 1983 and 1982. 

Minimum fixed lease obligations, excluding 
taxes, insurance and other expenses payable directly 
by the company, for leases in effect as of Dec. 31, 
1984 are: 


millions 

Capital 

leases 

Operating 

leases 

1985 

$ 32.5 

$ 283.9 

1986 

31.6 

254.1 

1987 

30.1 

215.1 

1988 

28.9 

167.9 

1989 

28.2 

135.1 

After 1989 

454.9 

588.6 

Minimum payments 

606.2 

$1,644.7 

Executory costs (principally taxes) 

52.9 


Implicit interest 

339.9 


Present value of minimum lease payments, 
principally long-term 

$213.4 



8. Pending legal proceedings 
Various legal actions and governmental proceedings 
are pending against Sears, Roebuck and Co. and its 
subsidiaries, many involving ordinary routine litiga¬ 
tion incidental to the businesses engaged in. Other 
matters contain allegations which are nonroutine and 
involve compensatory, punitive or antitrust treble 


damage claims in very large amounts, as well as other 
types of relief. The consequences of these matters are 
not presently determinable but, in the opinion of 
management, the ultimate liability resulting, if any, 
will not have a material effect on the shareholders’ 
equity of the company. 

9. Shareholders’ equity 

Dividend payments are restricted by several statutory 
and contractual factors, including: 

Certain indentures relating to the long-term 
debt of Sears, Roebuck and Co., which represent the 
most restrictive contractual limitation on the 
payment of dividends, provide that the company can¬ 
not take specified actions, including the declaration of 
cash dividends, which would cause its consolidated 
unencumbered assets, as defined, to fall below 150 
percent of its consolidated liabilities, as defined. At 
Dec. 31, 1984, $933.3 million in retained income 
could be paid in dividends to shareholders under the 
most restrictive indentures. 

The Illinois Insurance Holding Company 
Systems Act permits Allstate Insurance Company to 
pay, without regulatory approval, dividends to Sears, 
Roebuck and Co. during any 12 month period in an 
amount up to the greater of 10 percent of surplus (as 
regards policyholders) or its net income (as defined) as 
of the preceding Dec. 31. Approximately $513.0 mil¬ 
lion of Allstate’s retained income at Dec. 31,1984 has 
no restriction relating to distribution during 1985 
which would require prior approval of the Illinois 
Department of Insurance. 

The capital of certain foreign operations, 
Allstate Life Insurance Company and Sears Savings 
Bank at Dec. 31, 1984 includes approximately $373.0 
million which, if distributed, would be subject to in¬ 
come taxes. It is not contemplated that such amounts 
will be distributed in a manner which would create 
additional tax liabilities. 

Dean Witter Reynolds Inc. is subject to the 
Securities and Exchange Commission’s Uniform Net 
Capital Rule and the New York Stock Exchange’s 
Growth and Business Capital Rule. Under these rules 
the declaration of dividends may be restricted. At 
Dec. 31, 1984, approximately $159.7 million of Dean 
Witter Financial Services Group’s retained income 
was available for the declaration of dividends to 
Sears, Roebuck and Co. 

As of Dec. 31, 1984, subsidiary companies 
can remit to Sears, Roebuck and Co. in the form of 
dividends approximately $2.5 billion, after payment 
of all related taxes, without prior approval of regula¬ 
tory bodies or violation of contractual restrictions. 
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Notes to Consolidated Financial Statements continued 


Stock option plans: Options to purchase common 
stock of the company have been granted to employees 
under various plans at prices equal to the fair market 
value of the stock on the dates the options were grant¬ 
ed. Certain options include stock appreciation rights 
(SARs) which, upon surrender of the option, permit 
the optionee to receive the excess of current market 
price over option price in cash. In addition, the com¬ 
pany may pay to the optionee in connection with cer¬ 
tain options or SARs an amount generally equal to 46 
percent (or such lower maximum corporate federal 
income tax rate as then is in effect) of the difference 
between the market price and the option price. Op¬ 
tions and SARs are generally exercisable in four 
equal, annual cumulative installments beginning one 
year after the date of grant, and generally expire in 10 
or 12 years. 

Changes in stock options for the three years 
ended Dec. 31, 1984 are as follows: 


thousands of shares 

Year Ended December 31 


1984 

. 1983 

1982 

Beginning balance 

Granted 

Exercised 

Cancelled or expired 

13,728.6 

121.1 (a) 
(3,083.8)(b) 
(608.3)(c) 

12,571.7 

4,259.5 

(2,602.3) 

(500.3) 

13,826.9 

238.6 

(890.3) 

(603.5) 

Ending balance 

10,157.6 (d) 

13,728.6 

12,571.7 

Reserved for future grant 
Exercisable 

4.611.2 (e) 

5.856.3 

4,509.4 

6,170.2 

8,577.7 

6,744.0 


(a) All options were granted under the 1982 Plan, at prices 
ranging from $30.63 to $35.94. 

(b) Consists of 453.5 thousand shares under the 1967 Plan at a 
price of $26.10,' 1,963.3 thousand shares under the 1972 Plan 
at a price from $ 15.94 to $33.29,576.5 thousand shares under 
the 1978 Plan at a price from $16.75 to $24.00, 19.4 thousand 
shares under the 1982 Plan at a price from $19.00 to $29.38, 
31.9 thousand SARs exercised under the 1982 Plan with an 
option price from $19.00 to $29.38, 15.5 thousand shares 
under the Coldwell Banker Plan at a price of $7.00, and 23.7 
thousand SARs exercised under the Coldwell Banker Plan 
with an option price of $7.00. 

(c) The options that expired or were cancelled in 1984 were 
previously granted at prices ranging from $7.00 to $42.97. 

(d) Consists of 3,489.3, 2,272.9 and 4,395.4 thousand shares 
under the 1972, 1978 and 1982 Plans, respectively. SARs are 
attached to 63.5 and 359.5 thousand shares under the 1978 
and 1982 Plans, respectively. 

(e) Shares reserved for future grant total 3,063.4 thousand for the 
1978 Plan and 1,547.8 thousand for the 1982 Plan. 


Preferred shares: In May 1984, Sears, Roebuck and 
Co. issued 2.5 million Adjustable Rate Preferred 
Shares, First Series, at an offering price of $100 per 
share. All shares were outstanding at Dec. 31, 1984, 
and dividends of $6.68 per preferred share were paid 
during the year. The shares will be redeemable after 
May 14, 1987 through May 15, 1989, at the option of 
the company in whole or in part, at a redemption 
price of $103 per share and thereafter at $100 per 
share. The preferred shares have limited voting rights, 
a dividend preference and a liquidation preference of 
$100 per share, plus accrued and unpaid dividends. 

10. Quarterly results (unaudited) 


millions, except per common share data 


Quarter 

Total 

revenues 

Realized 
Operating capital 

income gains and 
(loss) other 

Net 

income 

Net 

income 

per 

share 

1984 Fourth 

$11,369.2 

$801.40 

$98.9 

$563.1 

$1.54 

Third 

9,648.1 

271.3 

40.5 

321.9 

.88 

Second 

9,439.1 

333.7 

133.7 

356.0 

.99 

First 

8,371.6 

146.5 

76.3 

213.8 

.60 

1983 Fourth 

$10,816.9 

$900.70) 

$42.8 

$582.7 

$1.65 

Third 

8,933.4 

378.1 

3.5 

288.8 

.81 

Second 

8,647.2 

383.5 

37.7 

311.2 

.89 

First 

7,485.4 

103.7 

42.2 

159.5 

.45 

1982 Fourth 

$8,872.1 

$667.20) 

$41.8 

$459.4 

$1.31 

Third 

7,508.2 

238.4 

(33.4) 

166.7 

.48 

Second 

7,203.4 

143.6 

30.5 

163.7 

.47 

First 

6,436.1 

(38.6) 

31.8 

71.4 

.20 


0) Fourth quarter LIFO adjustments were credits of $149.4, $84.8 
and $103.3 million in 1984, 1983 and 1982, respectively, 
compared with charges of $48.1, $55.9 and $75.9 million for the 
first nine months of the respective years. 


The expiration dates of options outstanding 
at Dec. 31,1984 ranged from Nov. 15,1985 to Dec. 1, 
1996. The weighted average purchase price per share 
was $18.78, $16.91 and $37.69 for outstanding op¬ 
tions under the 1972, 1978 and 1982 Plans, respec¬ 
tively. On Dec. 31, 1984, there were approximately 
12,825 optionees. 
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Sears Merchandise Group 
Statements of Income 


millions 


Year Ended December 31 


1984 

1983 

1982 

Revenues 




Merchandise sales and services 

$24,450.0 

$23,500.7 

$19,417.5 

Finance charge revenues 

2,058.1 

1,588.6 

1,249.6 

Total revenues 

26,508.1 

25,089.3 

20,667.1 

Costs and expenses 




Cost of sales, buying and occupancy 

16,309.7 

15,692.5 

12,903.8 

Selling and administrative 

7,634.5 

7,202.3 

6,181.2 

Interest 

998.5 

745.5 

699.8 

Total costs and expenses 

24,942.7 

23,640.3 

19,784.8 

Operating income 

1,565.4 

1,449.0 

882.3 

Other income (loss) 

129.4 

(9.0) 

(67.3) 

Income before income taxes, equity in net income of unconsolidated 




companies and minority interest 

1,694.8 

1,440.0 

815.0 

Income taxes 

810.4 

687.8 

396.7 


884.4 

752.2 

418.3 

Equity in net income of unconsolidated companies and minority interest 

20.8 

29.2 

13.7 

Group income 

$ 905.2 

$ 781.4 

$ 432.0 


See notes to Consolidated and Sears Merchandise Group summarized financial statements. 


Analysis of Operations 


Revenues of Sears Merchandise Group for 1984 es¬ 
tablished a new record, increasing $ 1.4 billion or 5.7 
percent, compared with an increase of $4.4 billion or 
21.4 percent in 1983 over the respective prior years. 
Improved performance in the domestic merchandis¬ 
ing and credit operations contributed to the increases 
in both years. The 1983 results also included for the 
first time the consolidation of Sears Canada Inc. due 
to acquisition of a majority interest during the year, 
which contributed $2.8 billion, or 13.7 percentage 
points to the 1983 increase. 

Improved revenues and expense controls in 
the Credit operations, increased other income and im¬ 
proved results in International operations led to 
another year of record Group income. These factors 
more than offset the downward pressure on gross 
margins and additional interest expense to produce a 
$123.8 million, 15.8 percent increase in income for 
1984 over 1983. Group income for 1983, on the 
strength of improved sales performance, enhanced 
gross margins, strict expense control and a lower effec¬ 
tive interest rate, increased 80.9 percent or $349.4 
million over 1982. 


The performance of Sears Merchandise Group 
has improved steadily as seen in the following ratios: 



1984 

1983 

1982 

Group income, percent to revenues 

3.4% 

3.1 

2.1 

Return on average equity 

14.9% 

14.2 

7.8 


A discussion of the particular factors influenc¬ 
ing the individual operations within the Group fol¬ 
lows. 


Merchandising operations in the United States 
accounted for 81.8 percent of Group revenues and 
72.4 percent of Group income in 1984. A summary of 
key financial information and ratios follows; 


$ millions 


1984 

1983 

1982 

Merchandise sales and ser- 

vices 

$21,670.6 

20,438.7 

18,778.8 

Cost of sales, buying and 

occupancy expense 

$14,283.1 

13,419.8 

12,446.6 

Ratio to sales 


65.9% 

65.7 

66.3 

Selling and administrative 

expense 

$ 

6,240.7 

5,851.7 

5,489.5 

Ratio to sales 


28.8% 

28.6 

29.2 

Operating income 

$ 

1,113.0 

1,142.9 

811.0 

Ratio to sales 


5.1% 

5.6 

4.3 

Merchandising income 

$ 

655.5 

654.3 

455.9 

Ratio to sales 


3.0% 

3.2 

2.4 

Net sales per square foot 

(dollars) 

$ 

340 

321 

291 

Merchandise inventories 

—LIFO basis 

$ 

4,024.9 

3,061.2 

3,092.2 

Merchandise inventories 

—FIFO basis 

$ 

4,412.0 

3,549.6 

3,609.6 

Merchandise on order at 

Dec. 31 

$ 

3,932.2 

3,833.6 

3,584.1 


A $ 1.2 billion, 6.0 percent increase in 
merchandise sales and services in 1984 followed a 
$1.7 billion, 8.8 percent increase in 1983 over the 
respective prior years. Sales of home appliances, home 
fashions and men’s and women’s wearing apparel were 
strong in both years, contributing significantly to the 
increase. An analysis of net sales by category follows: 



1984 

1983 

1982 

Retail merchandise 

71.9% 

72.4% 

72.3% 

Catalog merchandise 

17.9 

18.1 

18.7 

Service 

7.9 

7.1 

6.9 

Industrial 

2.3 

2.4 

2.1 


100 % 100 % 100 % 


Total net sales 

























Sears Merchandise Group 
Analysis of Operations continued 


The ratio of cost of sales, buying and oc¬ 
cupancy expense to sales was favorably affected in 
each of the three years by tight control of buying and 
occupancy expenses, LIFO credits due largely to de¬ 
creasing levels of inflation and continued customer 
emphasis toward higher-quality goods. In 1984 these 
positive factors were offset by a highly competitive 
pricing situation which caused gross margins to de¬ 
crease. As a result, this ratio increased 0.2 percent in 
1984 after a 0.6 percent reduction in 1983. 

Selling and administrative expense as a per¬ 
cent of sales increased 0.2 percent in 1984 following a 
0.6 percent decrease in 1983. The increase in 1984 is 
primarily attributable to expenses related to the Store 
of the Future conversions. Disciplined expense con¬ 
trols and improved operating efficiencies and produc¬ 
tivity contributed to the improved levels over 1982. 

Operating income for 1984 decreased 2.6 
percent from the record amount reported in 1983, 
which in turn was a 40.9 percent increase over 1982. 
The 1984 decline is due to the decrease in gross mar¬ 
gins and the expenses related to the Store of the 
Future conversion program. The $331.9 million in¬ 
crease in 1983 was brought about by the strong sales 
performance and a substantial reduction in the ratio 
to sales of both cost of sales, buying and occupancy 
expense and selling and administrative expense. 

Several parcels of under utilized properties 
were sold, resulting in after-tax gains of $32.6, $15.3 
and $4.1 million in 1984,1983 and 1982, respectively. 

Merchandising income improved $1.2 million 
in 1984, which followed the exceptional 1983 increase 
of $198.4 million or 43.5 percent over 1982. The im¬ 
proved levels of 1984 and 1983, when compared to 
1982, are primarily the result of strong sales perfor¬ 
mances, combined with a concentrated program to 
contain costs and expenses. 


Credit operations in the United States contributed sig¬ 
nificantly to the Group’s improved 1984 results. 


$ millions 


1984 

1983 

1982 

Customer receivable 
balances at Dec. 31 

$11,632.7 

10,215.8 

7,835.1 

Average account balance 
(dollars) 

$ 

472 

423 

376 

Finance charge revenues 

$ 

1,894.5 

1,404.5 

1,157.9 

Credit sales as percentage 
of gross sales 


61.7% 

58.9 

56.0 

Yield on receivables 


17.6% 

17.2 

16.2 

Provision for uncollectible 
accounts 

$ 

159.9 

130.2 

111.9 

Ratio to credit sales 


.98% 

.90 

.97 

Ratio of net charged-off 
accounts to credit sales 


.75% 

.71 

.87 

Percentage of accounts 
delinquent three or 
more months to total 


.96% 

.83 

1.01 

Interest expense 

$ 

821.7 

579.9 

601.8 

Credit income as recorded 

$ 

243.5 

143.6 

17.8 

Ratio to credit sales 


1.5% 

1.0 

.2 

Pro forma credit income (loss) 

$ 

68.1 

28.1 

(99.8) 

Ratio to credit sales 


.4% 

.2 

(.9) 


Finance charge revenues, which exclude 
revenues on accounts sold, increased 34.9 percent in 
1984, primarily due to increased credit sales and 
higher balances outstanding. Also, approximately 
$101.3 million of the 1984 increase is due to a reduc¬ 
tion in the average amount of sold receivables com¬ 
pared to the prior year. These same factors had a posi¬ 
tive influence on i 983 revenues when the reduction in 
the average amount of sold receivables contributed 
approximately $33.5 million to the increase. 

Interest expense increased 41.7 percent in 
1984 due to the additional debt necessary to finance 
the increased receivable balances and a higher effec¬ 
tive interest rate. Debt also increased in 1983 over 
1982, however the lower effective interest rate result¬ 
ed in a net decrease of 3.6 percent in 1983 interest ex¬ 
pense. 

The increase in Credit income for 1984 is 
primarily attributable to continued emphasis on ex¬ 
pense control, improved revenue yield and a $ 17.9 
million after-tax gain recognized on the sale of 
receivables. Expense control, improved revenue yield 
and a lower effective interest rate contributed to the 
1983 improvement over 1982. 

Pro forma credit income (loss) is based upon 
financing average net customer receivable balances 
entirely with debt. This basis, when compared to the 
amount of pooled Corporate debt actually allocated to 
Credit, would have resulted in additional average 
debt of $2,985.1, $2,425.6 and $2,075.9 million for 
1984, 1983 and 1982, respectively, and additional in¬ 
terest expense of $368.7, $242.4 and $247.6 million 
for the same three years. 

Revenues of International operations translated 
to U.S. dollars totaled $2.9 billion in 1984 compared 
with $3.2 billion in 1983 and $730.4 million in 1982. 
While Sears Canada revenues increased 3.6 percent in 
Canadian dollars, when translated to U.S. dollars 
revenues declined 1.3 percent. These translation ad¬ 
justments in Canada, discontinued operations in 
South and Central America and the transfer of Puerto 
Rico operations for reporting purposes to domestic 
merchandising effective Jan. 1, 1984, accounted for 
the 1984 reduction. The 1983 increase was due to the 
consolidation of Sears Canada Inc., partially offset by 
the disposition of certain Central and South American 
operations. As of Jan. I, 1984, continuing operations 
existed in Canada and Mexico. 

International operations contributed a profit 
of $6.2 million in 1984 compared with losses of 
$16.5 and$41.7 million in 1983 and 1982, respective¬ 
ly. The 1983 and 1982 amounts include after-tax capi¬ 
tal losses of $33.9 and $2.6 million related to the dis¬ 
position of certain subsidiaries. 
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Statements of Financial Position 


millions 


December 31 


1984 

1983 

Assets 



Current assets 



Cash 

$ 168.5 

$ 201.4 

Retail customer receivables (note l) 

12.538.9 

11.065.8 

Less: Allowance for uncollectible accounts and unearned finance charges 

220.1 

177.1 


12,317.9 

10,888.7 

Other receivables 

242.8 

232.0 

Inventories 

4,521.8 

3,617.0 

Prepaid expenses and deferred charges 

979.4 

773.5 

Total current assets 

18,230.4 

15,712.6 

Property and equipment 



Land 

263.6 

278.7 

Buildings and improvements 

2,954.4 

2,873.5 

Furniture, fixtures and equipment 

2,740.5 

2,344.1 

Capitalized leases 

292.(1 

303.5 


6,250.5 

5,799.8 

Less accumulated depreciation 

2,742.4 

2,653.7 


3,508.1 

3,146.1 

Investments in and advances to unconsolidated companies 

262.5 

247.8 

Goodwill 

37.3 

40.6 

Total assets 

22.038.3 

19,147.1 

Liabilities 



Current liabilities 



Accounts payable and other liabilities 

2,185.1 

1,861.5 

Short-term borrowings 

2,136.9 

2,823.2 

Deferred income taxes 

1,960.7 

1,770.7 

Unearned maintenance agreement income 

686.9 

577.7 

Other taxes 

359.5 

329.8 

Total current liabilities 

7,329.1 

7,362.9 

Long-term debt and capitalized lease obligations 

7,528.5 

5,909.4 

Deferred income taxes 

326.1 

250.4 

Minority interest and other 

172.9 

192.1 

Total liabilities 

15,356.6 

13,714.8 

Capital 

$ 6,681.7 

$ 5,432.3 


See notes to Consolidated and Sears Merchandise Group summarized financial statements. 
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Sears Merchandise Group 

Statements of Changes in Financial Position 


milJions 


Year Ended December 31 


1984 

1983 

1982 

Sources of operating funds 

Group income 

$ 905.2 

$ 781.4 

$ 432,0 

Depreciation 

307.3 

289.5 

241.4 

Deferred income taxes 

266.6 

458.1 

73.5 

Increase in unearned maintenance agreement income 

Dividends from unconsolidated companies greater (less) than equity in net 

110.6 

79.8 

47.8 

income 

(21.1) 

(31.3) 

5.0 

From operations 

1,568.6 

1,577.5 

799.7 

Increase in accounts payable and other liabilities 

359,5 

401.2 

75.1 

Total available operating funds 

1,928.1 

1,978.7 

874.8 

Uses of operating funds 

Increase in retail customer receivables before sale of accounts 

2,158.4 

1,631.5 

659.3 

Increase in inventories 

940.5 

64.4 

123.6 

Net additions to property and equipment 

692.5 

366.9 

339.1 

Increase (decrease) in other assets 

220.7 

156.7 

(10.6) 

Total operating funds used 

4,012.1 

2,219.5 

1,111.4 

Net funds used by operations before acquisition and financing transactions 

(2,084.0) 

(240.8) 

(236.6) 

Net increase in borrowings 

991.8 

2,089.6 

390.4 

Increase (decrease) in customer receivable balances sold 

681.3 

(859.4) 

177,1 

Funds and assets transferred from (to) Corporate 

364.6 

(929.4) 

(347.0) 

Cost of Sears Canada Inc. acquisition, net of cash acquired 

— 

(170.8) 

— 

Net assets of subsidiaries disposed of (note 2) 

8.5 

57.8 

12.9 

Change in investments and advances to unconsolidated companies 

4.9 

(10.3) 

(.6) 

Net acquisition and financing transactions 

2,051.1 

177.5 

232.8 

Decrease in cash 

$ (32.9) 

$ (63.3) 

$ (3.8) 


See notes to Consolidated and Sears Merchandise Group summarized financial statements. 

Analysis of Financial Condition 


Net funds used by operations of Sears Merchandise 
Group were higher in 1984 when compared to 1983 
and 1982. This is due primarily to substantial in¬ 
creases in customer receivables, inventories and 
property and equipment. The change in customer 
receivable balances at Dec. 31, 1984 is primarily the 
result of increased sales, a higher ratio of credit sales 
to total sales and extended credit terms. Group inven¬ 
tories at Dec. 31,1984 include a 24.3 percent increase 
in domestic merchandise inventories on a FIFO basis. 
This increase is over an abnormally low inventory at 
the close of 1983, due to exceptionally strong fourth 
quarter sales. Also contributing to this increase were 
lower than anticipated sales in the fourth quarter of 
1984, and the additional inventory coverage neces¬ 
sary under the Store of the Future merchandising con¬ 
cept. The Store of the Future program also increased 
capital expenditures in 1984. 

Increases in customer receivables, net of 
accounts sold, are financed through an allocation of 
pooled Corporate debt. Pooled debt was also allocated 
from Corporate in 1983 for the purchase of an addi¬ 
tional 20.2 percent of Sears Canada Inc., which 
required a cash outflow of $171.9 million. 

Approximately 72 percent of the funding 
requirements for the 1984 increases in inventories 
and property and equipment were generated from 
merchandise sales and services, while the balance was 


provided by Corporate. In 1983 and 1982, merchan¬ 
dise sales and services generated excess funds which 
were remitted to Corporate. 

During 1984,14 new stores were opened, four 
in new markets, and nine relocations and one enlarge¬ 
ment in existing markets. All of the stores were de¬ 
signed and opened as a Store of the Future. In addi¬ 
tion, 84 existing stores were completely remodeled 
into the Store of the Future configuration. As of Dec. 
31,1984, there was a total of 110 new and remodeled 
stores featuring this new presentation. Including the 
nine relocations, 34 stores were dosed during the 
year. Also, six Puerto Rico stores, previously included 
with the foreign operations, were transferred to 
domestic merchandising effective Jan. 1, 1984. At 
Dec. 31, 1984, there were 798 domestic retail stores 
with 112.1 million square feet of gross space, a de¬ 
crease of 400 thousand square feet from 1983. Fifty 
additional Sears Business Systems Centers, which 
carry broad lines of electronic equipment for small 
business needs, were opened during 1984 bringing the 
total number of centers in operation to 100. 

Planned capital expenditures for 1985 are 
$512 million, with approximately $78 million to be 
used in opening nine new Stores of the Future. The 
balance of funds will primarily be used to continue 
converting existing stores to this configuration, and 
for the normal replacement of operating equipment. 
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Notes to Summarized Financial Statements 


Summary of significant accounting policies 


Basis of presentation 

The financial statements of Sears Merchandise Group 
include domestic and international merchandising 
and customer credit operations and certain wholly- 
owned domestic subsidiaries directly related to retail 
distribution. 

The investment in Sears Canada Inc. was 
carried at cost plus equity in undistributed income 
through Dec. 31, 1982. Due to the purchase of a 
majority interest during 1983, the financial statements 
subsequent to Dec. 31, 1982 present Sears Canada 
Inc. on a consolidated basis. 

Unconsolidated companies 

The principal domestic companies, all manufacturers, 
which are carried at cost plus equity in undistributed 
net income since acquisition are: 

Roper Corporation (23% owned) 

DeSoto, Inc. (18% owned) 

Universal-Rundle Corporation (57% owned) 

Swift Textiles, Inc. (20% owned) 

Inventories 

Inventories of the domestic operations are valued at 
the lower of cost (using the last-in, first-out—LIFO 
method) or market by application of the Bureau of 
Labor Statistics price indices to inventories at their 
selling value. The LIFO method of inventory 
valuation is used to better match costs and revenues. 
In 1984, the LIFO adjustment to cost of sales was a 
credit of $101.3 million, compared with credits of 
$29.0 and $27.4 million in 1983 and 1982, respective¬ 
ly. If the first-in, first-out (FIFO) method of inventory 
valuation had been used instead of the LIFO method, 
inventories would have been $387.1 and $488.4 mil¬ 
lion higher at Dec. 31, 1984 and 1983, respectively. 

Inventories of International operations and 
Puerto Rico, which represent approximately 11.7 per¬ 
cent of Group inventories, are stated at the lower of 
cost (FIFO basis) or market as determined by the re¬ 
tail inventory method for store inventories and 
specific identification for warehouse inventories. 

Finance charge revenues 
Finance charges on customer credit accounts are 
recognized as earned. Unearned finance charges on 
installment sales contracts are recognized over the 
contract lives. 


Debt and related interest expense 
Group debt includes borrowings by International sub¬ 
sidiaries in their respective countries. The debt of the 
domestic operations used to fund customer receiv¬ 
ables is legally the responsibility of Sears, Roebuck 
and Co., Sears Roebuck Acceptance Corp. (SRAC) or 
Sears Overseas Finance N.V. (SOFNV), and amount¬ 
ed to $8.3 and $7.4 billion at Dec. 31,1984 and 1983, 
respectively. For the past five years, the percent of 
pooled Corporate debt and related interest expense al¬ 
located to the Group to finance receivables growth 
has ranged from 77.9 percent in the year ended Dec. 
31, 1980 to 79.7 percent in the year ended Dec. 31, 
1984. Allocation of short-term and long-term debt is 
based on the proportionate composition of the pooled 
Corporate debt, and interest expense on the average 
debt outstanding is charged at a rate equal to the aver¬ 
age cost of all funds borrowed by Sears, Roebuck and 
Co., SRAC and SOFNV. 

1. Retail customer receivables 

The Group has sold selected revolving charge account 
balances, with proceeds of$l .3 billion, $206.5 million 
and $1.3 billion received in 1984, 1983 and 1982, re¬ 
spectively. As of Dec. 31, 1984 and 1983, the ag¬ 
gregate outstanding balances in such accounts were 
$1.3 billion and $613.3 million, respectively. Of the 
1984 balance, $1.2 billion related to an agreement 
entered into during the year under which account 
balances may be sold, on a revolving basis, up to $2 
billion less any aggregate unrecovered amount (as 
defined). 

Receivables are currently sold with a limited 
repurchase liability for balances ultimately deter¬ 
mined to be uncollectible. The purchaser receives all 
cash collections and finance charge revenues and the 
Group is paid a fee for administering the accounts 
sold. 

Retail customer receivables shown in the ac¬ 
companying statements of financial position include 
approximately $3.1 billion of domestic accounts and 
$277.1 million of foreign accounts at Dec. 31, 1984 
which will not become due within one year. These 
receivables are expected to earn finance charge reve¬ 
nue at annual percentage rates ranging from 12 to 21 
percent for the domestic accounts and 28.8 percent 
for the Canadian accounts. 

2. Disposition of subsidiaries 

Operations in Brazil and Venezuela were disposed of 
in 1983 and operations in Spain were sold in 1982. 
Other operations in Central America were also closed 
during 1983 and 1982. The disposition of these sub¬ 
sidiaries resulted in after-tax losses of $33.9 and $2.6 
million in 1983 and 1982, respectively. 
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Allstate Insurance Group 
Statements of Income 


millions 


Year Ended December 31 


1984 

1983 

1982 

Revenues 




Property-liability insurance premiums earned 

$6,816.5 

$6,351.5 

$5,909.7 

Life-health insurance premium income 

1,210.8 

924,3 

790.3 

Non-insurance revenues 

34.1 

41.1 

42.3 

Investment income, less investment expense (note 2) 

928.1 

807.4 

716.8 

Total revenues 

8,989.5 

8,124.3 

7,459.1 

Costs and expenses 




Property-liability insurance claims and claims expense 

5,675.8 

5,121.6 

4,780.7 

Life-health insurance policy benefits 

1,019.9 

776.3 

664.3 

Policy acquisition costs (note 1) 

1,401.3 

1,308.5 

1,218.1 

Other operating costs and expenses 

505,5 

501.4 

436.2 

Total costs and expenses 

8,602.5 

7,707.8 

7,099.3 

Income before income taxes, net realized capital gains, equity in net income of 




unconsolidated companies and minority interest 

387.0 

416.5 

359.8 

Income tax benefit 




Current operations 

(152.0) 

(104.9) 

(86.3) 

Reduction in deferred taxes due to the Tax Reform Act of 1984 

(60.0) 

— 

— 


599.0 

521.4 

446.1 

Realized capital gains, less income taxes of $29.4, $16.5 and $11.8 

71.4 

41.8 

31.2 

Equity in net income (loss) of unconsolidated companies 

(6.2) 

(3.2) 

1.6 

Minority interest 

(3.5) 

(4.9) 

(3.8) 

Group income 

$ 660.7 

$ 555.1 

$ 475.1 

Statements of Financial Position 


millions 


December 31 


1984 

1983 

Assets 

Investments (note 2) 

Bonds and redeemable preferred stocks, at amortized cost (market $7,535.8 and $7,174,0) 

State and municipal 

$ 6,974.0 

$ 6,521.3 

Other 

1,626.6 

1,636.9 


8,600.6 

8,158.2 

Common and preferred stocks, at market (cost $1,445.6 and $1,408.9) 

1,653.8 

1,759.7 

Mortgage loans 

913.8 

602.1 

Short-term 

282.4 

182.4 

Other 

529,4 

500.3 

Total investments 

11,980.0 

11,202.7 

Premium installment receivables 

886.0 

800.5 

Deferred policy acquisition costs (note 1) 

441.6 

385.3 

Property and equipment, net 

280.8 

269.9 

Accrued investment income 

230.9 

210.9 

Cash 

136.7 

108.6 

Investments in unconsolidated companies 

67.3 

85-0 

Other 

529.7 

292.5 

Total assets 

14,553.0 

13,355.4 

Liabilities 

Reserve for property-liability insurance claims and claims expense (note 3) 

5,275.0 

4,863.0 

Reserve for life-health insurance policy benefits 

1,622.4 

1,382.9 

Unearned premiums 

2,402.1 

2,308.8 

Income taxes 

357.2 

430.6 

Claim drafts outstanding 

219.3 

199.9 

Other liabilities and accrued expenses 

625.4 

383.7 

Total liabilities 

10,501.4 

9,568.9 

Capital (note 2) 

$ 4,051.6 

$ 3,786.5 


See notes to Consolidated and Allstate Insurance Group summarized financial statements. 























Analysis of Operations 


Allstate Insurance Group achieved substantial gains 
in both revenues and net income for 1984. 

Revenues increased 10.6 percent over 1983 
compared to an increase of 8.9 percent in the prior 
period. Although industrywide competition for quali¬ 
ty insurance business continues to be intense, total 
property-liability and life-health premiums increased 
10.3 percent in 1984. Net investment income con¬ 
tinued to show good growth, increasing $120.7 mil¬ 
lion in 1984 compared to an increase of $90.6 million 
for the prior period. 

Group income increased by $ 105.6 million, or 
19 percent over 1983, compared to the prior year in¬ 
crease of $80 million or 16.8 percent. Reduction in 
the Group income tax provision, reflecting the reduc¬ 
tion of deferred income taxes under the Tax Reform 
Act of 1984, accounted for 10.8 percentage points of 
the current year increase. 


Property-liability insurance accounted for 84 percent 
of Group revenues in 1984. A summary of key finan¬ 
cial information and ratios is shown below. 


$ millions 


1984 

1983 

1982 

Premiums earned 

$6 

i,816.5 

6,351.5 

5,909.7 

Claims and claims expense 

$5 

,675.8 

5,121.6 

4,780.7 

Claims and claims expense ratio 


83.3% 

80.6 

80.9 

Underwriting expenses 

$1 

,578.4 

1,540.5 

1,418.6 

Underwriting expense ratio 


23.1% 

24.3 

24.0 

Underwriting loss 

$ 

(437.7) 

(310.6) 

(289.6) 

Combined ratio 


106.4% 

104.9 

104.9 

Investment income, less expense 

$ 

734.7 

652.2 

577.3 

Realized capital gains, before tax 

$ 

88.0 

53.4 

40.4 

Income tax benefit 

$ 

151.4 

103.8 

90.4 

Net income 

$ 

505.0 

469.0 

398.5 


During 1984 premiums earned by the proper¬ 
ty-liability insurance operations increased by 7.3 per¬ 
cent compared to an increase in 1983 over the prior 
year of 7.5 percent. Continuing competitive pressures 
have moderated premium growth rates over the past 
few years. 

The property-liability insurance industry ex¬ 
perienced unprecedented underwriting losses during 
1984, continuing the downward trend of the past sever¬ 
al years. While Allstate’s combined ratio of claims and 
expenses to premiums earned increased 1.5 percent¬ 
age points over 1983, it is well below the 6 percent¬ 
age points increase estimated for the industry in total. 

In 1984, the auto claim frequency rate and the 
average cost of various classes of claims continued to 
increase, resulting in a higher claims and claims ex¬ 
pense ratio. However, continued intensive efforts to 
reduce the underwriting expense ratio, combined with 
moderate price increases and fewer claims arising 
from major storms, resulted in a modest increase in 
the combined ratio to 106.4 percent of premiums 
earned. 

Pre-tax net investment income for the proper¬ 
ty-liability companies increased $82.5 million or 12.6 
percent in 1984 compared to $74.9 million or 13.0 
percent in 1983. New funds made available for in¬ 


vestment and a higher average yield on the invest¬ 
ment portfolio accounted for the increases. The 
growth rate of investment income moderated in 1984, 
reflecting stable yields on new investments and a de¬ 
cline in new money from insurance operations. How¬ 
ever, the net investment income margin rose to 10.8 
percent of premiums earned in 1984, compared to 
10.3 percent and 9.8 percent in the two prior years. 

Net income for the property-liability opera¬ 
tions increased $36.0 million or 7.7 percent in 1984 
compared to $70.5 million or 17.7 percent in 1983. 
The negative underwriting results for each of the last 
three years have been more than offset by investment 
income, tax benefits and realized capital gains. 


Life-health insurance accounted for 15.6 percent of 
group revenues for 1984. A summary of key financial 
information follows: 


$ millions 


1984 

1983 

1982 

Life insurance in force (billions) 

$ 

54.3 

47.4 

40.3 

Premium income 

$1,210.8 

924.3 

790.3 

Investment income, less expense 
Income before income taxes and 

$ 

193.4 

155.2 

139.5 

realized gains 

$ 

111.5 

91.1 

85.5 

Realized capital gains, before tax 
Income taxes (benefit) 

$ 

12.8 

4.9 

2.6 

Current operations 

$ 

24.6 

10.7 

12.7 

Due to 1984 Tax Reform Act 

$ 

(60.0) 



Net income 

$ 

155.2 

82.8 

74.1 


Premium income for the life-health insurance 
operations increased by 31.0 percent during 1984, 
following an increase of 17.0 percent for 1983. Both 
personal and group insurance operations contributed 
to the increases. Premium income for personal opera¬ 
tions was $467.3 million for 1984, a compound 
growth rate of 27.3 percent for the last three years. 
Premium income for the group operations, which has 
grown at an annual compound rate of 23.1 percent for 
the same period, was $743.5 million for the current 
year. 

Net income for 1984 increased $72.4 million, 
compared to an increase of $8.7 million in 1983. The 
1984 results include a $60.0 million reduction of prior 
years deferred income taxes under the Tax Reform 
Act of 1984. The Tax Reform Act of 1984 requires life 
insurance companies to recompute their policy re¬ 
serves for tax purposes as of Jan. 1,1984 and provides 
for a “fresh start” from that point forward. 

Income, before income taxes and realized 
gains, increased by $20.4 million or 22.4 percent over 
1983 compared to an increase of 6.5 percent for the 
prior period. The growth rate in 1984 was influenced 
by Allstate’s expansion in the group insurance market 
and substantial increases in the sale of interest sensi¬ 
tive products in the personal insurance markets. In¬ 
come taxes on current operations increased in 1984 
due in part to the Tax Reform Act of 1984 and in part 
to a higher percentage of taxable securities in the in¬ 
vestment portfolio. 


49 










Allstate Insurance Group 

Statements of Changes in Financial Position 


millions 


Year Ended December 31 


1984 

1983 

1982 

Sources of operating fund’s 

Group income 

Increase in insurance reserves 

Increase in unearned premiums 

Depreciation 

Increase in premium installment receivables 

Change in other operating assets and liabilities 

Deferred income taxes 

$ 660.7 

651.5 

93.3 

35.6 

(85.5) 
(40.3) 

(34.6) 

$ 555.1 

589.6 

125.0 

32.0 

(70.7) 

(14.8) 

29.9 

$ 475.1 
521.3 
163.5 
32.4 
(77.0) 
30.8 
16.0 

Total available operating funds 

1,280.7 

1,246.1 

1,162.1 

Uses of operating funds 

Increase in investments at cost 

Net additions to property and equipment 

922.1 

46.5 

1,050.2 

25.7 

874.0 

31.6 

Total operating funds used 

968.6 

1,075.9 

905.6 

Net funds generated from operations before dividends and financing transactions 

312.1 

170.2 

256.5 

Dividends paid 

Net capital transactions 

(274.3) 

(9.7) 

(193.1) 

10.3 

(190.0) 

Dividends and financing transactions 

(284.0) 

(182.8) 

(190.0) 

Increase (decrease) in cash 

$ 28.1 

$ (12.6) 

$ 66.5 


See notes to Consolidated and Allstate Insurance Group summarized financial statements. 


Analysis of Financial Condition 


Insurance premiums and investment income are All- 
state’s primary sources of new cash flow. Most insur¬ 
ance premiums are received in advance of the time 
earnings are recognized, while incurred claims and 
policyholder benefits are paid in subsequent periods. 
The resulting cash flow is invested until required for 
operations. New funds from operations totaled $1.3 
billion for 1984, an increase of $34.6 million over the 
prior year and $ 118.6 million higher than the amount 


for 1982. Of the $2,8 billion added to the investment 
portfolio during the last three years, 70 percent has 
been invested in tax exempt state and municipal 
bonds. Such investments amounted to $7.0 billion at 
year end 1984 and comprised over 58 percent of the 
$12.0 billion investment portfolio. Dividends paid to 
Sears, Roebuck and Co. during the last three years 
have averaged 38.9 percent of Group income for the 
same period. 


Notes to Summarized Financial Statements 


Summary of significant accounting poiicies 


Basis of presentation 

The financial statements of Allstate Insurance Group 
include property-liability insurance, life-health insur¬ 
ance and adjunct business operations such as Allstate 
Motor Club. 

The financial statements have been prepared 
oh the basis of generally accepted accounting prin¬ 


ciples which vary from statutory accounting princi¬ 
ples prescribed or permitted by regulatory authorities. 
On a statutory basis, capital of the property-liability 
operations was $3.3 and $3,2 billion and capital of the 
life-health operations was $293.5 and $307.0 million 
at Dec: 31, 1984 and 1983, respectively. 


50 

























Investments 

Bonds and redeemable preferred stocks are carried at 
amortized cost; other preferred and common stocks 
are carried at quoted market values; investments in 
real estate are primarily accounted for by the equity 
method; mortgage loans and other investments are 
carried at amortized cost. 

The difference between cost and market value 
of common and non-redeemable preferred stocks, less 
deferred income taxes and minority interest, is reflect¬ 
ed in capital. 

Realized capital gains and losses are deter¬ 
mined on a specific identification basis. 

Property-liability insurance 
Premiums are deferred and earned on a pro rata basis 
over the terms of the policies. Certain costs of acquir¬ 
ing insurance business, principally agents’ compensa¬ 
tion and premium taxes, are deferred and amortized 
to income as premiums are earned. 

The reserve for claims and claims expense is 
an accumulation of the estimated amounts, net of es¬ 
timated salvage and subrogation recoveries, necessary 
to settle all outstanding claims, based upon the facts 
in each case and Allstate’s experience with similar 
cases. 

Life-health insurance 

Life insurance and annuity premiums are recognized 
as income when due. Health insurance premiums are 
earned over the effective period of the policy. Life, 
health and annuity policy reserves are computed on 
the basis of assumed or guaranteed investment yields, 
and assumed mortality, morbidity, withdrawals and 
expenses. These assumptions, which for life insurance 
are applied using the net level premium method, in¬ 
clude provision for adverse deviation and generally 
vary by such characteristics as plan, year of issue and 
policy duration. 

Certain costs of acquiring insurance business, 
principally agents’ compensation, medical examina¬ 
tions and direct mail solicitation expenses, are 
deferred and amortized to income in proportion to 
the estimated premiums on such business. 

Related party transactions 

Insurance premiums include transactions with Sears, 
Roebuck and Co. and other affiliates. The effect on 
Group revenues and income is not material. 


1. Deferred policy acquisition costs 
Policy acquisition costs deferred and amortized to in¬ 
come are as follows: 


millions 

Year Ended December 31 


1984 

1983 

1982 

Costs deferred and amortized 

Amount deferred 

$891.2 

$873.4 

$802.7 

Amount amortized to income 

834.9 

822.9 

758.5 


2. Investments 

Investment income by category of investment is as 
follows: 


millions 

Year Ended December 31 


1984 

1983 

1982 

Bonds and redeemable preferred stocks 
State and municipal 

Other 

$583.5 

155.7 

$496.8 

149.1 

$402.2 

144.5 


739.2 

645.9 

546.7 

Common and preferred stocks 

58.6 

65.0 

81.1 

Mortgage loans 

77.5 

52.3 

47.3 

Short-term 

49.4 

50.1 

38.2 

Other 

23.4 

11.0 

18.4 

Investment income, before expense 

948.1 

824.3 

731.7 

Investment expense 

20.0 

16.9 

14.9 

Investment income, less 
investment expense 

$928.1 

$807.4 

$716.8 


At Dec. 31,1984, the carrying value of all investments, 
excluding common and preferred stocks, that were 
non-income producing during 1984 was $3.7 million, 
Realized capital gains (losses), less income 
taxes, and changes in unrealized net capital gains, less 
applicable tax effect and minority interest, for bonds 
and stocks are as follows: 


millions 

Year Ended December 31 


1984 

1983 

1982 

Bonds and redeemable preferred stocks 




Realized 

$(42.7) 

$(84.0) 

$(35.3) 

Change in unrealized 

Common and preferred stocks 

(58.2) 

245.6 

754.2 

Realized 

103.3 

124.5 

65.3 

Change in unrealized 

(101.7) 

82.5 

123.0 


Unrealized capital gains and losses on com¬ 
mon and preferred stocks included in capital at Dec. 
31,1984 are as follows: 


„ Net 

Gross Unrealized 


Market Unrealized Gains 
millions_Cost Value Gains (Losses) (Losses) 

Common and 

preferred stocks $1,445.6 $1,653.8 $279.4 $(71.2) $208.2 

Deferred income tax and minority interest _ (55.9 ) 

Total $152.3 


3. Reinsurance 

Allstate assumes and cedes insurance to participate in 
the reinsurance market, limit maximum losses and 
minimize exposure on large risks. Reinsurance ceded 
arrangements do not discharge Allstate as the primary 
insurer. 

At Dec. 31,1984 and 1983, reserves for insur¬ 
ance claims and policy benefits are shown net of 
amounts ceded to other insurers of $737.9 and $647.5 
million. Insurance premiums assumed totaled $396.1 
and $416.7 million in 1984 and 1983. Insurance 
premiums ceded totaled $270.6 and $296.2 million 
for the same periods. 
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Dean Witter Financial Services Group 
Statements of Income 


millions 


Year Ended December 31 


1984 

1983 

1982 

Revenues 




Commissions 

$ 433.3 

$ 526.4 

$ 396.6 

Interest 

1,428.8 

880.9 

754.7 

Investment banking 

256.9 

307.2 

176.5 

Trading 

216.9 

249.9 

169.1 

Other operating revenues 

159.8 

143.5 

100.2 

Total revenues 

2,495.7 

2,107.9 

1,597.1 

Costs and expenses 




Personnel 

789.5 

762.1 

556.6 

Interest 




Savings accounts 

412.8 

308.8 

265.3 

Other 

819.2 

389.6 

379.8 

Other operating costs and expenses 

544.3 

457.0 

340.4 

Total costs and expenses 

2,565.8 

1,917.5 

1,542.1 

Operating income (loss) 

(70.1) 

190.4 

55.0 

Income taxes (benefit) 

(37.4) 

90.0 

28.2 

Group income (loss) 

$ (32.7) 

$ 100.4 

$ 26.8 


Statements of Financial Position 

millions 


December 31 


1984 

1983 

Assets 



Cash and invested cash 

$ 666.7 

$ 650.1 

Securities purchased under agreements to resell 

7,115.9 

2,343.0 

Mortgage, other loans and investments 

5,263.5 

4,027.3 

Receivable from clients and others-collateralized 

2,265.7 

2,300.0 

Securities, at market value (note 1) 

2,240.7 

1,756.4 

Finance installment notes 

671.2 

494.9 

Other assets 

944.1 

864.8 

Total assets 

19,167.8 

12,436.5 

Liabilities 



Securities sold under agreements to repurchase (note 3) 

6,527.7 

3,106.9 

Savings accounts and advances from Federal Home Loan Bank (note 2) 

5,027.4 

4,319.8 

Securities sold but not yet purchased, at market value (note 1) 

2,386.2 

528.5 

Payable to clients and others 

1,650.0 

1,400.8 

Short-term borrowings (note 3) 

1,345.3 

997.1 

Payables to Sears, Roebuck and Co. (note 4) 

525.0 

625.0 

Other liabilities 

769.2 

497.1 

Total liabilities 

18,230.8 

11,475.2 

Capital 

$ 937.0 

$ 961.3 


See notes to Consolidated and Dean Witter Financial Services Group summarized financial statements. 
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Analysis of Operations 


Revenues of Dean Witter Financial Services Group 
increased 18 percent in 1984 and 32 percent in 1983 
over the respective prior years. The 1984 increase was 
principally due to increased interest revenues as most 
securities-related operations were adversely affected 
by an unfavorable market environment in 1984 as 
compared with 1983 and 1982. 

The loss reported by the Group in 1984 is a 
$ 133.1 million decrease from the income reported in 
1983, and is primarily attributable to an unfavorable 
retail securities market and higher interest rates. Con¬ 
tinued expansion and development costs also con¬ 
tributed to the unfavorable results. The $73.6 million 
increase in 1983 Group income over 1982 was 
primarily attributable to more favorable stock ex¬ 
change volume and lower interest rates. 

Securities-related operations accounted for 74 percent 
of Group revenues in 1984 as compared with 73 per¬ 
cent in 1983 and 69 percent in 1982. Statements of in¬ 
come follow: 


millions 

1984 

1983 

J982 

Commissions 

$ 433.3 

$ 526.4 

$ 396.6 

Interest 

836.6 

376.9 

293.3 

Investment banking 

256.9 

307.2 

176.5 

Trading 

216.9 

249.9 

169.1 

Other 

101.2 

83.3 

74.4 

Total revenues 

1,844.9 

1,543.7 

1,109.9 

Personnel expense 

724,2 

711.1 

517.6 

Interest 

732.6 

283.1 

214.8 

Other 

481.8 

411.5 

305.5 

Total expenses 

1,938.6 

1,405.7 

1,037.9 

Operating income (loss) 

(93.7) 

138.0 

72.0 

Income taxes (benefit) 

(48.4) 

68.8 

36.0 

Net income (loss) 

$ (45.3) 

$ 69.2 

$ 36.0 


Commission revenue decreased 18 percent in 
1984 principally in the listed securities and over-the- 
counter markets, due to a sharp decline in the overall 
retail securities business. The 1984 total stock market 
volume exceeded the record setting volume of 1983, 
however, this was the result of increased institutional 
trading activity which only marginally benefits full 
service firms with a substantial individual customer 
base, such as Dean Witter. The 33 percent increase in 
1983 commission revenue over 1982 was primarily 
due to the sustained surge in securities volume on all 
exchanges throughout 1983. 

Net interest income rose 11 percent in 1984 
and 19 percent in 1983 over the respective prior years. 
Both interest revenue and expense have continued to 
increase in 1984 due to higher levels of securities pur¬ 
chased under agreements to resell and securities sold 
under agreements to repurchase. The higher 
interest rate environment throughout 1984 also sig¬ 
nificantly contributed to the increase. Net interest 
revenues increased in 1983, despite lower interest 
rates, because of higher levels of securities owned and 
increased client receivables. 


Both investment banking and trading reve¬ 
nues were adversely affected in 1984 by the depressed 
retail securities market and higher interest rate envi¬ 
ronment. Conversely, the 1983 revenues benefited 
greatly from the overall strength of the securities mar¬ 
ket and a lower interest rate environment. Reduced 
unit trust sales primarily accounted for the 16 percent 
decline in investment banking revenues in 1984 com¬ 
pared to the 74 percent increase experienced in 1983. 
Trading revenues declined 13 percent in 1984 com¬ 
pared with the 48 percent increase in 1983. 

Other operating revenues increased 21 per¬ 
cent in 1984 and 12 percent in 1983 over the respec¬ 
tive prior years, due to increased fee income. 

Personnel expenses increased 2 percent in 
1984 and 37 percent in 1983 while other operating 
expenses increased 17 percent in 1984 and 35 per¬ 
cent in 1983. These increases are principally attribut¬ 
able to the continued expansion of the sales force and 
offices. The impact of expansion on 1984 personnel 
expenses was partially offset by a reduction in account 
executive compensation as a direct result of reduced 
commission revenues. 

Consumer deposit and lending operations accounted 
for 26, 27 and 31 percent of Group revenues in 1984, 
1983 and 1982, respectively. A summary of key finan¬ 
cial information follows: 


$ millions 


1984 

1983 

1982 

Interest revenue 

$ 

592.2 

504.0 

461.4 

Interest expense 

$ 

499.4 

415.3 

430.3 

Average short-term borrowing rate 


9.0% 

8.9 

12.3 

Net income (loss) 

$ 

12.6 

31.2 

(9.2) 

Return on average assets 


.22% 

.67 

— 

Return on equity 

Loan volume: 


4.1% 

10.9 

— 

Real estate and other 

$1,836.9 

1,554.9 

641.9 

Automobile and home equity 

$ 

953.6 

685.9 

599.6 

Reserve for loan losses 


.20% 

.26 

.32 


Interest revenue, which comprises over 90 
percent of total revenues, increased 18 percent in 
1984 and 9 percent in 1983. The 1984 increase is 
primarily due to a combination of higher interest 
rates, a higher real estate and other loans portfolio 
and a higher volume of automobile and home equity 
loans. The increase in loan volume is due to strong 
consumer demand as well as marketing efforts result¬ 
ing in increased loan market share. The 1983 increase 
was due to an increased volume of new loans, which 
can be attributed to lower interest rates, expanded 
marketing efforts and strong consumer demand. 

The 60 percent decrease in 1984 income was 
caused by increased operating expenses attributable to 
new systems development and increased loss provi¬ 
sions on mortgage loans and real estate investments. 
The $40.4 million increase in 1983 net income from 
1982 was primarily due to an increase in the net inter¬ 
est margin resulting from lower average borrowing 
rates experienced throughout the year. 
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Dean Witter Financial Services Group 
Statements of Changes in Financial Position 


millions 


Year Ended December 31 


1984 

1983 

1982 

Sources of operating funds 

Group income f loss) 

Depreciation and amortization 

Deferred income taxes 

$ (32.7) 

41.1 

27.1 

$ 100.4 
27:2 

4,1 

$26.8 

27.6 

10.7 

From operations 

Net decrease (increase) in securities, at market value 

increase in savings accounts and advances from Federal Home Loan Bank 

Decrease (increase) in net receivable from clients and others 

Increase (decrease) in other liabilities 

3S.S 

1,373.4 

707.6 

283.5 

112.8 

131.7 

(843.3) 

1,187.0 

(453.7) 

(123.2) 

'65.1 

577.1 

349.2 
(299.4) 

495.4 

Total available operating funds 

2,512.8 

(101.5) 

1,187.4 

Uses of operating funds 

Increase in mortgage, other loans and investments 

Increase (decrease) in finance installment notes 

Net additions to property and equipment 

Increase in other assets 

1,236.3 

176.3 

66.7 

54.0 

655.4 

(68.2) 

37.0 

299.0 

453.9 

(54.2) 

28.7 

33.8 

Total operating funds used 

1,533.3 

923.2 

462.2 

Net funds generated from (used by) operations before dividends and financing transactions 

979.5 

(1,024.7) 

725.2 

Increase (decrease) in net agreements to resell or repurchase 

Net increase (decrease) in borrowings 

Inter-group capital transactions 

(1,352.1) 

380.8 

8.4 

435.7 

859.0 

(33.6) 

(404.0) 

(412.1) 

.6 

Dividends and financing transactions 

(962.9) 

1,261.1 

(815.5) 

Increase (decrease) in cash and invested cash 

$ 16.6 

$ 236.4 

$(90.3) 

See notes to Consolidated and Dean Witter Financial Services Group summarized financial statements. 



Analysis of Financial Condition 





Dean Witter Financial Services Group generated 
$35.5 million in new funds from operations in 1984, 
compared with $131.7 million in 1983 and $65.1 mil¬ 
lion in 1982. 

Securities-reiated operations provide a high degree of 
liquidity as most assets are readily convertible to 
cash. Cash and liquid assets, which consist principally 
of securities inventory, receivables from brokers, 
dealers and clients and securities purchased under 
agreements to resell, continue to represent more than 
90 percent of total securities-reiated assets. Securities 
inventory is financed principally by short-term bor¬ 
rowings and securities sold under agreements to 
repurchase, the latter significantly rising during the 
past several years as they have become lower cost 
financing alternatives. Letters of credit are utilized in 


lieu of cash or security margin deposits required by 
various clearing associations wherever possible. Por¬ 
tions of liabilities such as credit balances from clients, 
certain payables to brokers on securities transactions 
and other liabilities are non-interest bearing and, 
therefore, an important source of funds for the 
securities-reiated operations. 

Consumer deposit and lending operations collections 
on loans, which include customer loan repayment and 
sales of loans in the secondary market, amounted to 
$ 1,423.3 million in 1984 compared with $ 1,351.2 mil¬ 
lion in 1983 and $721.3 million in 1982. Savings and 
loan and consumer finance operations are able to 
meettheir lending requirements with funds from con¬ 
sumer deposits and by borrowing from the Federal 
Home Loan Bank. 
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Notes to Summarized Financial Statements 


Summary of significant accounting policies 


Basis of presentation 

The financial statements of Dean Witter Financial 
Services Group include securities brokerage and prin¬ 
cipal trading activity, investment banking, mutual 
fund and money management, savings, loan and 
related services, consumer finance services, and mort¬ 
gage banking operations. 

Securities-related transactions 

Securities transactions are recorded on settlement 
date. Commission revenues and related expenses for 
transactions are accrued on a trade date basis. Securi 
ties and commodities owned are valued at market and 
the unrealized gains and losses are included in in¬ 
come. 

Securities transactions under agreements to 
resell and repurchase are financing transactions and 
are carried at the contract amounts at which the 
securities will be resold or reacquired. 

Savings and loan transactions 
Interest on loans is credited to income as earned but 
only to the extent considered collectible. Interest is 
not accrued on loans three or more months delin¬ 
quent. Loan origination and commitment fees are 
generally recognized as income when the loan is 
recorded. 

Consumer finance revenues 
Revenues from finance installment notes are recog¬ 
nized as earned income using an accelerated amor¬ 
tization method, principally the rule-of-78’s. 

Mortgage banking revenues 

Fees for servicing loans for investors are recognized as 
income as the related mortgage payments are 
collected. 


1. Securities owned and securities sold but not yet 
purchased consist of the following; 


millions 

December 31,1984 


Owned 

Sold but not 
yet purchased 

United States government 
and agency obligations 

$ 854.9 

$2,233.5 

Money market instruments 

766.1 

.5 

Municipal bonds 

281.4 

11.1 

Corporate bonds 

251.0 

30.5 

Corporate slocks and options 

127.3 

110.6 

Total 

$2,240.7 

$2,386.2 


2. Savings accounts by type follow; 


millions 

December 31 


1984 

1983 

Demand and passbook accounts 

Consumer certificate accounts 
$100,000 minimum certificate accounts 

$ 947.6 

2.110.5 

1.526.6 

$1,032.4 

1,580.6 

1,175.3 

Total 

Average annual compounded interest rate 

$4,584.7 

9.80% 

$3,788.3 

9.83% 

A summary of savings accounts by year of maturity 
follows: 

millions 

December 31 

1984 

Demand and passbook accounts 

Certificate accounts maturing in: 

1985 

1986 

1987 

1988 

1989 and thereafter 


$ 947.6 

2,865.0 

434.7 

123.1 

90.9 

123.4 

Total 


$4,584.7 


Based on historical experience, management 
anticipates a substantial portion of maturing accounts 
will be redeposited. 


3. Short-term borrowings 

To finance the purchase of securities by clients on 
margin and to facilitate the securities settlement 
process, Dean Witter incurs demand obligations at 
the brokers’ call loan rate of interest. At Dec. 31,1984 
the average cost of borrowings was 9.4 percent, and 
the balance consisted of $49.5 million of secured 
loans (of which $34.7 million were secured by firm 
collateral) and $1.3 billion of unsecured loans. 

The effective interest rate on amounts 
borrowed on repurchase agreements was approxi¬ 
mately 8.3 percent at Dec. 31, 1984. 

4. Related party transactions 

At Dec. 31, 1984 and 1983, Dean Witter Financial 
Services Group had short-term unsecured borrowings 
of $300 and $400 million, respectively, from Sears, 
Roebuck and Co. at an average interest rate of 9.3 and 
9.8 percent. The Group also had long-term debt out¬ 
standing of $225 million at Dec. 31, 1984 and 1983, 
payable to Sears, Roebuck and Co. at an average in¬ 
terest rate of 10.1 percent in both years. 
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Coldwell Banker Real Estate Group 
Statements of Income 


millions 


Year Ended December 31 


1984 

1983 

1982 

Revenues 




Real estate commissions 

$602.8 

$475.8 

$278.0 

Real estate operations 

104.3 

96.4 

102.4 

Ancillary fees and other 

118.6 

131.3 

89.9 

Total revenues 

825.7 

703.5 

470.3 

Costs and expenses 




Commissions and direct costs 

402.2 

332.6 

216.2 

Operating and administrative 

372.6 

335.6 

251.1 

Interest 

26.4 

25.8 

22.9 

Total costs and expenses 

801.2 

694.0 

490.2 

Operating income (loss) 

24.5 

9.5 

(19.9) 

Gain on sale of property 

104.3 

76.7 

126.2 

Equity in loss of real estate joint ventures 

(7.9) 

(10.2) 

(33.8) 

Income before income taxes and equity in loss of unconsolidated company 

120.9 

76.0 

72.5 

Income taxes 

45.0 

27.9 

21.0 

Equity in loss of unconsolidated company 

(.1) 

U) 

— 

Group income 

$ 75.8 

$ 48.0 

$ 51.5 


Statements of Financial Position 

millions 


December 31 


1984 

1983 

Assets 



Investments 



Real estate investments (note 1) 

$ 708.3 

$ 568.8 

Mortgage loans 

26.6 

19.5 

Investments in and advances to real estate joint ventures (note 2) 

26.4 

14.5 

Total investments 

761.3 

602.8 

Cash and invested cash 

121.5 

64.1 

Commissions and other receivables 

152.0 

188.7 

Office properties and equipment, less accumulated depreciation of $21.5 and $14.7 

102.4 

89.6 

Prepaid expenses and other assets 

99.1 

99.4 

Total assets 

1,236.3 

1,044.6 

Liabilities 



Long-term debt on property 

375.8 

290.2 

Loans payable 

73.7 

75.6 

Commissions payable 

25.4 

22.0 

Deferred income taxes 

18.2 

17.6 

Other liabilities 

228.9 

170.1 

Total liabilities 

722.0 

575.5 

Capital 

$ 514.3 

$ 469.1 


See notes to Consolidated and Coldwell Banker Real Estate Group summarized financial statements. 
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Analysis of Operations 


Coldwell Banker Real Estate Group revenues in¬ 
creased 17 percent in 1984 and 50 percent in 1983 
over the respective prior years. Real estate commis¬ 
sions from residential and commercial brokerage, 
which increased 22 percent and 32 percent, respec¬ 
tively, accounted for the overall increase in 1984 
revenues. The increase in 1983 revenues was also due 
to a strengthening in the residential and commercial 
real estate markets, created substantially by lower 
mortgage interest rates and an adequate supply of 
mortgage funds. 

Revenues from commercial real estate, 
primarily commissions, increased 21 percent to 
$353.9 million in 1984 compared to a 43 percent in¬ 
crease to $293.5 million in 1983. The increases in 
both years were attributable to the improvement in 
the national economy and the Group’s ongoing ex¬ 
pansion program. Commercial operations conducted 
business from 80, 73 and 64 offices at Dec. 31, 1984, 
1983 and 1982, respectively. 

Residential real estate revenues, principally 
commissions, increased 17 percent to $353.9 million 
in 1984 compared to a 94 percent increase to $303.2 
million in 1983. These increases were the result of in¬ 
ternal expansion, acquisitions during 1983, an im¬ 
proved home resale market, buyers’ continued accep¬ 
tance of adjustable rate mortgages, and the Home 
Buyer’s Savings Program offered by Sears Merchan¬ 
dise Group. Excluding franchises, residential opera¬ 
tions had 592 offices at Dec. 31, 1984, compared to 
455 and 271 at Dec. 31, 1983 and 1982, respectively. 

Revenues from real estate operations, primar¬ 
ily rental income from shopping centers and office 
buildings, increased 8 percent in 1984 as a result of 
higher tenant occupancy rates, an increase in the 
number of operating properties and higher rents from 
lease renewals. In 1983, revenues from real estate 
operations decreased 6 percent due to sales of shop¬ 
ping centers partially offset by higher rents from lease 
renewals. 

Ancillary fees and other revenues decreased 
10 percent in 1984 because of the receipt of a $13.2 
million capital management incentive fee in 1983 
upon liquidation of one capital fund. The incentive 
fee was also the principal reason for the 1983 increase 
in ancillary fees and other revenues over 1982. 


Total costs and expenses increased 15 per¬ 
cent in 1984. Higher commissions and direct costs, 
which vary directly with related revenues, and the on¬ 
going expansion program, including Coldwell 
Banker’s participation in the Sears Financial 
Network, accounted for most of the increase. In 1983, 
total costs and expenses increased 42 percent over 

1982, primarily as a direct result of the 50 percent 
increase in revenues, and increased costs related to 
advertising, compensation, acquisitions and expan¬ 
sion. 

The $15.0 million or 158 percent increase in 
operating income in 1984 was primarily due to im¬ 
proved results from commercial real estate activity. In 

1983, operating income improved $29.4 million over 
1982 because of improvements in both the residential 
and commercial real estate operations of the Group. 

Gains on sale of property in 1984 were 36 per¬ 
cent higher than in 1983. The 1984 gains of $64.7 mil¬ 
lion after tax resulted from the sale of one wholly- 
owned regional shopping center, three joint venture 
shopping malls, and various land parcels. The 1983 
gains of $46.7 million after tax were from the sale of 
one wholly-owned shopping center, two joint venture 
shopping malls and peripheral land. The sale of three 
wholly-owned shopping centers and a 50 percent in¬ 
terest in a joint venture center principally accounted 
for the 1982 gains of $78.3 million after tax. 

The Group’s share of joint venture losses in 
1984 was $2.3 million less than in 1983 due to a gen¬ 
eral improvement in the shopping center operations 
conducted by the various joint venture partnerships. 
Equity in joint venture losses in 1983 was $23.6 mil¬ 
lion lower than in 1982. The 1983 improvement was 
primarily due to assumption of 100 percent owner¬ 
ship of five joint venture properties in 1983 and late 
1982, thereby classifying subsequent operations as 
wholly-owned, and reductions in interest expense on 
joint venture borrowings. 

Group income in 1984 was up 58 percent, or 
$27.8 million over 1983, as a result of the $18.0 mil¬ 
lion increase in after-tax gains on sale of property and 
a $9.8 million improvement in net operating results. 
In 1983, the overall decrease in Group income of 7 
percent was due to a decrease in gains on sale of 
property, offset by an improvement in operations. 
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Coldwell Banker Real Estate Group 
Statements of Changes in Financial Position 


millions 


Year Ended December 31 


1984 

1983 

1982 

Sources of operating f unds 

Group income 

$ 75.8 

$ 48.0 

$ 51.5 

Carrying value of real estate dispositions 

48.1 

46.3 

55.3 

Depreciation and amortization 

32.9 

31.4 

26.3 

Equity in loss of real estate joint ventures 

7.9 

10.2 

33.8 

Increase (decrease) in unearned revenues 

1.5 

.5 

(.6) 

Deferred income taxes 

.6 

03.4) 

1.6 

From operations 

166.8 

123.0 

167.9 

Increase (decrease) in loans payable and other liabilities 

58.8 

(44.4) 

3.2 

Decrease (increase) in other assets 

9.7 

(45.0) 

(73.9) 

Total available operating funds 

235.3 

33.6 

97.2 

Uses of operating funds 

Purchase and development of real estate 

225.8 

203.2 

124.1 

Increase (decrease) in investments 

7.1 

(72.1) 

(49.0) 

Total operating funds used 

232.9 

131.1 

75.1 

Net funds generated from (used by) operations before dividends and financing transactions 

2.4 

(97.5) 

22.1 

Net increase (decrease) in borrowings 

85.6 

105.8 

(40.4) 

Capital contributions 

2.9 

6.0 

1.8 

Dividends paid 

(33.5) 

06.3) 

(29.0) 

Dividends and financing transactions 

55.0 

95.5 

(67.6) 

Increase (decrease) in cash and invested cash 

$ 57.4 

$ (2.0) 

$(45.5) 


See notes to Consolidated and Coldwell Banker Real Estate Group summarized financial statements. 


Analysis of Financial Condition 


Funds provided from operations were $166.8 million 
in 1984 compared with $123.0 million in 1983 and 
$167.9 million in 1982, and included sales of real es¬ 
tate properties. An increase in loans payable and other 
liabilities also provided a major source of funds in 
1984. Decreases in investments in 1983 and 1982, 
which were primarily due to decreased residential 
property held for resale, provided funds in those years. 

Principal uses of funds were for the purchase 
and development of real estate properties, payment of 
dividends to Sears, Roebuck and Co. and the pur¬ 


chase of new brokerage offices and furnishings for 
commercial and residential operations. 

Liquidity sources for the operation and 
development of wholly-owned real estate properties 
(mainly shopping centers) are cash flows from center 
operations, net proceeds from real estate sales and 
borrowings on real estate properties. Joint venture 
shopping centers and office buildings are developed 
primarily with borrowings related to those joint ven¬ 
tures and which, accordingly, are not included in the 
above figures. 
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Notes to Summarized Financial Statements 


Summary of significant accounting policies 


Basis of presentation 

The financial statements of Coidwell Banker Real 
Estate Group include real estate development, man¬ 
agement, brokerage and related financial services. The 
Group carries its investment in joint ventures at cost 
plus its undistributed share of earnings and losses 
since inception. 

Real estate 

Real estate commissions on sales are credited to in¬ 
come upon close of escrow or upon transfer of title. 


Real estate leasing commissions are credited to in¬ 
come generally upon occupancy by tenant. Sales and 
leasing commissions expense is recorded concurrently 
with the income transactions to which they relate. 
Percentage rental revenue is based on tenant sales and 
is recognized in the period in which the sales occur. 
Initial leasing costs applicable to company-owned real 
estate are deferred and amortized over the average life 
of the related leases on a straight-line basis. 


1. Real estate investments 


millions 


December 31,1984 


December 3i, 1983 



Held for 



Held for 




or under 



or under 



Operating 

development 

Total 

Operating 

development 

Total 

Land 

$ 43.2 

$127.0 

$170.2 

$ 35.5 

$ 70.7 

$106.2 

Buildings, improvements and equipment 

509.1 

— 

509.1 

438.9 

— 

438.9 

Construction and development costs 

—• 

110.5 

110.5 

— 

90.6 

90.6 

Residential property held for resale 

5.3 

.8 

6.1 

6.7 

.8 

7.5 


557.6 

238.3 

795.9 

481.1 

162.1 

643.2 

Accumulated depreciation and amortization 

85.2 

2.4 

87.6 

74.2 

.2 

74.4 

Total 

$472.4 

$235.9 

$708.3 

$406.9 

$161.9 

$568.8 


The amount of interest and taxes capitalized in con¬ 
nection with property held for or under development 
was $18.3, $11.9 and $7.0 million for the years ended 
Dec. 31, 1984, 1983 and 1982, respectively. 

2. Real estate joint ventures 
At the end of 1984, Homart was a partner in 18 joint 
ventures formed to develop and operate regional 
shopping centers and other commercial property. 
Homart, with its partners, has jointly and/or severally 
guaranteed $160.8 million in borrowings for joint 
ventures in which it is a partner. 

At Dec. 31, 1984 and 1983, combined joint 
venture assets (primarily shopping centers and 


properties under development) totaled $376.7 and 
$444.2 million and liabilities (primarily long-term 
debt and construction loans) totaled $367.0 and 
$455.8 million, respectively. Joint venture revenues 
for the years ended Dec. 31, 1984, 1983 and 1982 
were $103.9, $95.7 and $90.0 million, respectively. 
Operating losses before gains on property sales were 
$5.0, $7.2 and $36.2 million for the years 1984 
through 1982. Homart’s share of joint venture gains 
on property sales of $0.7, $5.7 and $1.3 million for 
the years 1984, 1983 and 1982 are included in the 
caption “Gain on sale of property” in the 
accompanying statements of income. 
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Sears World Trade, Inc. 
Statements of Income 


millions 

Year Ended December 31 


1984 

1983 

Revenues 

$189,4 

$ 79.1 

Costs and expenses 



Cost of sales 

138.7 

57.1 

Selling, general and administrative 

93.3 

44.1 

Interest 

3.5 

.4 

Total costs and expenses 

235.5 

101.6 

Operating Loss 

(46.1) 

(22.5) 

Other income 

.7 

.2 

Loss before income taxes and equity in net income (loss) of unconsolidated companies 

(45.4) 

(22.3) 

Income tax benefit 

(21.1) 

(9.9) 

Equity in net income (loss) of unconsolidated companies 

(.5) 

.3 

Net loss 

$(24.8) 

$ (12.1) 

Analysis of Operations and Financial Condition 


Sears World Trade, Inc. (SWT), is a general trading 
company providing, on a global basis, selected com¬ 
mercial services, including trading, countertrading, 
sourcing, brokering, and consulting involving a select¬ 
ed range of products. 

Revenues primarily consist of the sales value 
of the transactions for which SWT acts as principal, 
and commissions earned for those transactions for 
which SWT acts as an agent. The $110.3 million in¬ 
crease in 1984 revenues is due primarily to the acqui¬ 
sition in the fourth quarter of 1983 of Price & Pierce 
(Holding Company) Limited. Price & Pierce is a Brit¬ 
ish company which operates as timber and pulp 
agents and brokers. Gross trading volume, which rep¬ 
resents the total sales value of transactions in which 
SWT participates either as a principal or an agent, 
amounted to $594.5 and $172.4 million in 1984 and 
1983, respectively. 

The 1984 and 1983 losses reflect continuing 
start-up costs in establishing a new world 


trading company and costs in the latter part of 1984 
associated with a repositioning of the company. 

The assets and liabilities of SWT are primarily 
short term: 


(millions) _ December 31 



1984 

1983 

Assets 



Cash 

$13.4 

$ 6.3 

Receivables 

73.6 

78.1 

Inventories 

8.2 

3.5 

Property and equipment and other 

18.7 

13.4 

Total assets 

113.9 

101.3 

Liabilities 



Accounts payable and accrued expenses 

58.1 

60.5 

Short-term borrowings 

6.4 

5.3 

Other liabilities 

7.1 

5.4 

Total liabilities 

71.6 

71.2 

Capital 

$42.3 

$30.1 


The operations of SWT have been financed 
by capital contributions from Corporate. 


















Sears, Roebuck and Co . 

Responsibility for Financial Statements 


The financial statements, including the financial 
analysis and all other information in this annual 
report, are the responsibility of the company. The 
financial statements herein have been prepared from 
accounting records which the company believes fairly 
and accurately reflect its transactions and financial 
position. The company has a system of internal con- 
trol which it believes provides reasonable assurance 
that, in all material respects, assets are maintained 
and accounted for in accordance with management’s 
authorizations and transactions are recorded accu¬ 
rately in the books and records. 

The company’s comprehensive internal 
audit program is designed for continual evaluation of 
the adequacy and effectiveness of its internal controls, 
and measures adherence to established policies and 
procedures. The company’s formally stated and com¬ 
municated policies demand of employees high ethical 
standards in their conduct of its business. 


The Audit Committee of the Board of Direc¬ 
tors is comprised entirely of directors who are not em¬ 
ployees of the company. The committee reviews audit 
plans, internal controls, financial reports and related 
matters and meets regularly with the internal auditors 
and public accountants. 

Touche Ross & Co, s independent certified 
public accountants, have examined the financial state¬ 
ments of the company. Their opinion on the financial 
statements is presented below. 


Edward R. Telling 
Chairman of the Board 
and Chief Executive Officer 

Richard M. Jones 

Vice Chairman of the Board and 

Chief Financial Officer 

John S. Vivian 

Vice President and Corporate 

Comptroller 


Accountants’ Report 


To the Shareholders and Board of Directors of 
Sears, Roebuck and Co.: 

We have examined the Consolidated Statements of 
Financial Position of Sears, Roebuck and Co. as of 
December 31, 1984 and 1983, and the related Con¬ 
solidated Statements of Income, Shareholders’ Equity 
and Changes in Financial Position for each of the 
three years in the period ended December 31, 1984. 
Our examinations were made in accordance with gen¬ 
erally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such 
other auditing procedures as we considered necessary 
in the circumstances. 


In our opinion, the financial statements 
referred to above present fairly the financial position 
of Sears, Roebuck and Co. as of December 31, 1984 
and 1983, and the results of its operations and the 
changes in its financial position for each of the three 
years in the period ended December 31.1984. in con¬ 
formity with generally accepted accounting principles 
applied on a consistent basis. 


/ MuxJlsL. t (-4- 


Chicago. Illinois 
March 19. 1985 
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Sears, Roebuck and Co. 

Supplemental Financial Information Regarding Inflation (Unaudited) 


In accordance with Financial Accounting Standards 
Board (FASB) Statement Nos. 33 and 82 regarding 
financial reporting and changing prices, the company 
is providing the following supplementary information 
which is an effort to quantify the effects of changing 
price levels. Required disclosures include selected 
financial information computed on a Current Cost 
basis, which reflects specific price changes. 


The following data involves the use of numer¬ 
ous assumptions and estimates. It must be interpreted 
with care in assessing the effect of inflation on the 
company. Statement No. 33 prohibits any adjust¬ 
ment of historical income tax expense. As a result, 
the effective income tax rate that results under the 
inflation adjusted data varies significantly from the 
company’s 1984 historical effective income tax rate. 


Selected Data for 1984 Adjusted for Effects of Changing Prices 


millions in average 1984 dollars 

Net income as reported 


$1,455 

Adjustments to restate costs for the effect of changes in current costs 

$ 11 


Cost of goods sold 


Depreciation expense 

202 


Gain on sale of property 

22 

235 

Net income adjusted for changes in current cost? 


1,220 

Loss from decline in purchasing power of net monetary assets 


(59) 

Increase (decrease) in current costs of assets held during the year 



Inventories 

(43) 


Property and equipment 

268 

225 

Effect of increase in general price level 



Inventories 

168 


Property and equipment 

258 

426 

Excess of increase in general price level over increase in current costs 


201 


During periods of rising prices, the holding of 
monetary assets results in a loss of general purchasing 
power. Similarly, holding monetary liabilities results 
in a gain of general purchasing power because the 
amount of money required to settle liabilities repre¬ 
sents dollars of diminished purchasing power. Due 
to the nature of Sears, Roebuck and Co.’s businesses, 
the company employs relatively large amounts of 
monetary assets, particularly in the insurance 
operations, and smaller amounts of monetary liabili¬ 
ties, resulting in a purchasing power loss during the 
year. 

At Dec. 31, 1984, the current cost of inven¬ 
tories was $4.9 billion and the current cost of net 
property and equipment, including rental proper¬ 


ties, was $8.5 billion. The historical net costs are 
$4.5 and $5.1 billion, respectively. 

The current cost of inventory, net property 
and equipment, and cost of goods sold has been es¬ 
timated based upon various methods including in¬ 
dexation and direct pricing. The current cost of in¬ 
ventory held during the year decreased in 1984 
because Sears Merchandise Group experienced 
deflation in its mix of inventory as measured by 
the Bureau of Labor Statistics price indices. 

The current cost of depreciation has been es¬ 
timated based upon the above restatements of 
property and equipment using the same useful lives 
and depreciation methods utilized in preparing the 
historical cost financial statements. 
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Five-Year Comparison of Selected Financial Data 
Adjusted for Effects of Changing Prices 


millions, except per common share data 






(Data adjusted to average 1984 dollars, except for as 

reported amounts) 

1984 

1983 

1982 

1981 

1980 

Revenues as reported 

$38,828 

$35,883 

$30,020 

$27,357 

$25,161 

Amounts as reported 

Net income 

1,455 

1,342 

861 

650 

610 

Net income per common share 

4,01 

3.80 

2.46 

2.06 

1.93 

Net assets at year end 

10,911 

9,787 

8,812 

8,269 

7,665 

Amounts adjusted for current costs 

Net income 

1,220 

996 

499 

360 

545 

Net income per common share 

3.36 

2.81 

1.42 

1.14 

1.72 

Net assets at year end 

15,204 

14,308 

13,553 

13,429 

13,304 

Excess of increase in general price level over increase in 

current costs 

201 

84 

96 

63 

302 

Gain (loss) from decline in purchasing power of net 

monetary items 

(59) 

(49) 

12 

(108) 

(180) 

Cash dividends declared per common share 

As reported 

$1.76 

$1.52 

$1.36 

$1.36 

$1.36 

Adjusted to average 1984 dollars 

1.76 

1.58 

1.46 

1.55 

1.71 

Book value per common share at year end 

As reported 

$29.48 

$27.60 

$25.08 

$23.77 

$24.32 

Adjusted to year end 1984 dollars 

29.48 

28.69 

27.06 

26.64 

29.69 

Closing market price per common share at year end 

As reported 

$31.75 

$37,125 

$30,125 

$16,125 

$15,375 

Adjusted to year end 1984 dollars 

31.75 

38.59 

32.51 

18.08 

18.77 

CPI-U (1967=100) 

Year average 

311.1 

298.4 

289.1 

272.4 

246.8 

End of calendar year 

315.5 

303.5 

292.4 

281.5 

258.4 
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Sears, Roebuck and Co. Directors and Officers 


Directors 


Edward R. Telling Chairman of the Board and Chief Executive Officer i*, 2 , 5*. 6, i. 

Edward A. Brennan President and Chief Operating Officer l, 2 ,6. 

William I. Bass Chairman and Chief Executive Officer, Sears Merchandise Group l, 2 , 7. 

William O. Beers Former Chairman of the Board and Chief Executive Officer, Kraft, Inc. l, 3,4*. 5. 
Albert V. Casey Chairman and Chief Executive Officer, AMR Corp. 2 ,4,6, i* 

Donald F. Craib, Jr. Chairman and Chief Executive Officer, Allstate Insurance Group i, 2 . 

E. Mandell de Windt Chairman of the Board and Chief Executive Officer, Eaton Corporation 3*. 4,5. 
Robert M, Gardiner Chairman and Chief Executive Officer, Dean Witter Financial Services Group i, 2 . 
Richard M. Jones Vice Chairman of the Board, Chief Financial Officer l, 2 *, 7. 

Sybil Collins Mobley Dean of School of Business and Industry, Florida A&M University 4,6,7. 

Norma Pace Senior Vice President, American Paper Institute, Inc. 2,4,6*, 7. 

C. Wesley Poulson Chairman and Chief Executive Officer, Coldwell Banker Real Estate Group i, 2 . 
Nancy Clark Reynolds President, Wexler, Reynolds, Harrison & Schule, Inc. 4,6. 

Clarence B. Rogers, Jr. Senior Vice President and Group Executive—Information 

Systems Group, IBM 2 ,3,4. 

Julius Rosenwald II Business Consultant l, 4,6. 

Donald H. Rumsfeld President and Chief Executive Officer, G. D. Searle & Co. 1 , 2 ,5. 

Edgar B. Stern, Jr. Chairman of the Board and President, Royal Street Corporation l, 2 ,3, 5. 


Committee Assignments Key: 

1 . Member of Executive Committee 

2. Member of Finance Committee 

3. Member of Compensation Committee 

4. Member of Audit Committee 


5. Member of Nominating and Proxy Committee 

6. Member of Public Issues Committee 

7. Member of Pension Funds Committee 
* Chairman of Committee 


Corporate Officers 

Edward R. Telling Chairman of the Board and Chief Executive Officer 

Edward A. Brennan President and Chief Operating Officer 

Richard M. Jones Vice Chairman of the Board and Chief Financial Officer 

Henry D. Sunderland Senior Vice President, Corporate Administration 

Randolf H. Aires Vice President, Governmental Affairs 

Robert F. Gurnee Vice President and Corporate Treasurer 

Gene L. Harmon Vice President, Corporate Public Affairs 

Charles W. Harper Vice President and Secretary 

Philip M. Knox, Jr. Vice President and Corporate General Counsel 

David P. Norum Vice President, Corporate Taxes 

William E. Sanders Vice President, Corporate Personnel and Employee Relations 
John S. Vivian Vice President and Corporate Comptroller 
Robert E. Wood II Vice President, Corporate Planning 
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Annual Meeting 

The annual meeting of the shareholders 
ol Sears. Roebuck and Co. will be held in 
the Waverly Hotel at Galleria Parkway. 
Atlanta Georgia 30339.on Monday. Mas 
CO. l g N\ at o 30 a m . Atlanta time. 

Registrar 

Morgan Guaranty Trust Company of 
New York 

Auditors 

Touche Ross A. Co. 

Chicago. Illinois 

Investor Information 

This annual report contains selected 
information included in the company’s 
19,s4 annual report on Form lu-k filed 
with the Securities and Exchange 
Com mission 

The following are available upon 
request, without charge: 

• 19554 Sears. Roebuck and Co. 10-K 
report. 

• audio-cassette tape of the company's 
19,S4 annual report for use by the 
visually impaired: 

• a copy of the annual report of The 
Sears-Roebuck Foundation. 

Inquiries and requests regarding the 
annual report and other materials should 
be addressed to 

R. P. Greer 
Assistant Treasurer 
Department 
Sears. Roebuck and Co. 

Sears Tower 
Chicago. Illinois b0h$4 
Phone 312-8~5-14b6 

Transfer Agent Shareholder Records 

For information or assistance regarding 
individual stock records, transactions, 
dividend reinvestment accounts, 
div idend checks or slock certificates, 
contact: 

Morgan Guaranty Trust Company of 
New York 

Stock Transfer Department 
30 W est Broadway 
New A ork. NY 10015 
Phone - 2l2-5S 7 -b46‘’ 


Sears . Roebuck and Co. 

Scars Tower. Chicago. Illinois 606*4 



